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operational highlights 


@ In the U.K. Sector of the North Sea, the Brae appraisal well 16/7-3, drilled 3.7 miles southwest, 


of the Brae discovery well, encountered an Upper Jurassic reservoir with 1,000 feet of continuous 
gross oil pay. A letter of intent was subsequently signed with Ashland Oil, Inc. providing 

for the recovery of all Bow Valley’s past costs and for non-recourse financing of all Bow 
Valley's future costs until payout in exchange for half of Bow Valley’s interest. 

@ In the Arabian Gulf, offshore Abu Dhabi, a fourth successful well was completed in the 
Arzanah field and the field development program approved. Production is expected to 
commence in January 1978. 

@ In the Mackenzie Delta, Sun Oil Company Limited completed Garry P-04 as a dual-zone oil 
and gas discovery well. 

@ In Alberta the Wandering River gas project, with a design capacity of 30 MMcf per day, was 
put on stream in May 1976. 


financial highlights 


1976 1975 
(Restated) 


$103,328,000 $93,941,000 


Total R€venUeS 2 
$ 7,587,000 $ 9,764,000 


Cash Flow. From Operations: 0). 


Per Snare ye ee $ 1.58 $ 2.05 
Net Earnings 6:5 oe ee $ 975,000 $ 2,857,000 
PerSharese ee a i ee ee 08c 48c 

4,794,668 4,771,822 


Average Shares Outstanding 05.0. we ow 


Capital Expenditures). = As ae ee $ 24,820,000 $20,718,000 


Bow Valley Industries Ltd. is a resource-oriented company that was incorporated under the laws 
of the Province of Alberta in 1950. Bow Valley is engaged in oil and gas exploration and 
development in Canada and abroad. Bow Valley’s services include oilwell drilling rigs, mining 
drills, aviation services, oilfield supply and construction, and pollution control. Bow Valley 
manufactures forestry and mining related equipment and heating and air conditioning units 


for domestic and commercial use. 


The most significant development in 
fiscal 1976 was the success of the 
Brae appraisal well 16/7-3 and the 
subsequent arrangements made to 
finance Bow Valley’s participation 
in the Brae field in the U.K. Sector of 
the North Sea. 


The original discovery well at Brae 
encountered 500 feet of continuous 
gross oil and gas pay in an Upper 
Jurassic sandstone. The first appraisal 
well, the 16/7-3, was drilled 3.7 miles 
southwest of the discovery well, and 
on March 10, 1976, it was announced 
that the well had encountered an 
Upper Jurassic sandstone with 1,000 
feet of continuous gross oil pay. 
Results from these two wells, both 
of which tested over 5,000 barrels 
of oil per day, plus interpretation 
from extensive seismic data, suggest 
that Brae could be one of the largest 
oil fields in the North Sea. Offshore 
fields of this magnitude, however, 
require enormous development 
costs. If the costs to develop a 
North Sea field of the possible size 


of the Brae field are in the range of 
$2 billion, which various industry 
sources have projected, then Bow 
Valley’s 28 percent share of these 
costs could approach $600 million. 
Your Board of Directors do not 
believe it is in the best interests of 
Bow Valley’s shareholders to 
undertake a recourse debt of this 
magnitude in the North Sea. 


After lengthy negotiations, it was 
announced on May 28, 1976, that a 
letter of intent had been signed with 
Ashland Oil, Inc., which provides for 
the acquisition by Ashland of one- 
half of Bow Valley’s 28 percent 
interest in Licence No. P. 108 
covering Blocks 16/3 and 16/7, which 
include the Brae field, and one-half 
of Bow Valley’s 35 percent in Licence 
No. P. 222 covering Block 16/2, which 
is contiguous to Licence No. P. 108 
and may include part of Brae. 
Consideration would be a payment 
by Ashland to Bow Valley of 
$7,500,000 and a loan by Ashland 
to Bow Valley of $7,500,000, the 


president’s message 


$15,000,000 representing a recovery 
by Bow Valley of all costs incurred 
on the licenses to the date of the 
letter of intent, and a further loan by 
Ashland of Bow Valley’s estimated 
$7,500,000 share of exploratory and 
appraisal drilling costs on the licences 
expected to be incurred from the 
date of the letter of intent and until 
the development stage is reached. In 
the event of development work 
being carried out, Ashland would 
also lend Bow Valley its share of these 
costs on the understanding that 
Ashland would be allowed to recover 
all loans out of a portion of Bow 
Valley’s share of subsequent 
production income. 


The arrangement is subject to the 
execution of a definitive agreement, 
the receipt of appropriate tax rulings, 
and the approval of the necessary 
government agencies. The non- 
recourse financing arrangements as 
contemplated in the letter of intent 
will allow Bow Valley to maintain 

a significant interest, completely 


financed, in the licences. Bow Valley 
will be in the favourable position of 
having recovered all costs, having 
no further financial obligations, and 
having a substantial flow of income 
from the first day of production. 


Of considerable interest at the 
present time is the drilling of the third 
well in the Brae field, the 16/7-4, 
which was spudded on July 4, 1976, 
approximately 2.7 miles south- 
southwest of the successful appraisal 
well 16/7-3. The 16/7-5, an appraisal 
well located 2.8 miles west of the 
discovery well, is expected to spud 
during August 1976. Both wells will 
be drilled to about 14,000 feet to test 
the Upper Jurassic sandstones. 


Whereas the activity in the Brae area 
in fiscal 1976 dominated Bow Valley’s 
oil and gas activities, there were 
certain other events during the year 
that are worthy of attention. 


In the Arzanah field, offshore Abu 
Dhabi in the Arabian Gulf, a fourth 
successful appraisal well was 
completed on December 17, 1975. A 
contract for the engineering and 
design of the production facilities 
has been let, and it is estimated that 
by January 1978 this field should be 
producing about 25,000 barrels of oil 
per day. Bow Valley’s share of this 
production will be 2,500 barrels of 
oil per day reducible to 1,250 barrels 
of oil per day if the Ruler exercises 
his option to acquire a 50 percent 
interest in the field at cost. 


In the Mackenzie Delta, Sun Oil 
Company Limited successfully 
completed a significant dual-zone 
oil and gas well, the Garry P-04, 

on January 5, 1976. This well tested 
7,920 barrels of oil per day and 31 
MMcf of gas per day and was drilled 
on a geological structure that 
straddles the border of Bow Valley’s 
Permit W-949 and Chevron’s 
adjacent permit to the east. Bow 
Valley, through its arrangements with 
Sun, earned a small royalty interest 
in 1,100 acres on the Chevron permit, 
and Sun has agreed to drill a Garry 
appraisal well on Bow Valley’s permit 
in the 1976-1977 winter drilling 
season. 


In Alberta, there was an increase in 
gas production towards the end of 
the year with the new gathering 
systems at Wandering River 
officially dedicated on April 9, 1976, 
and gas production commencing in 
May. Wandering River is expected to 
achieve maximum rates of 30 MMcf 
per day with Bow Valley’s share of 
this production averaging about 20 
MMcf per day. Two small shallow gas 
fields were also placed on production 
at Gough Lake and Edgerton. These 
two fields are currently producing 
at about 7.5 MMcf per day and Bow 
Valley’s share of this production is 
about 5.0 MMcf per day. 


Although certain of Bow Valley’s 
service and manufacturing divisions 
enjoyed increased revenues and 
profits, the majority of these activities 
were much less profitable than last 
year. The oil and gas well drilling 
divisions have been particularly 
successful due to higher oilfield 
activity while the heating equipment 
divisions prospered from increased 
housing starts in Alberta. 


Decreased performances were 
particularly noticeable in the 
divisions involved in the manufacture 
and supply of machinery and 
equipment for the forest products, 
mining, and construction industries. 
Depressed markets in the forest 
products and mining industries and 
numerous labour disputes were the 
primary reasons for the lower 
earnings. 


Although gross revenues reached 
$103,328,000 in fiscal 1976 as 
compared to $93,941,000 in fiscal 
1975, net profit decreased to 
$975,000 from $2,857,000. Earnings 
per share decreased from 48 

cents per share to 8 cents per share. 
Although immediate improvement is 
not seen in certain aspects of the 
manufacturing operations related to 
the forest products industry, there 
should be an improvement in oil 
and gas earnings with the connection 
to market of several gas fields in 
late 1976 and other smaller fields 

in 1977. Further, the $15,000,000 
payment from Ashland, which will be 
used to retire corporate debt, will 
significantly reduce interest costs. 


During the year, three new Directors 
were added to the Board. Mr. James 
S. Graham, an industrialist from 
Vancouver, British Columbia; Mr. R. 
Guy Godbout, President of Les 
Industries Valcartier Inc., Quebec 
City, Quebec; and Major General 
Lord Michael Fitzalan Howard, 
KCVO, CB, CBE, MC, DL, Marshal 
of the Diplomatic Corps, London, 
England. These individuals have 
varied backgrounds and their 
experience and knowledge should 
be particularly helpful to Bow 
Valley. 


Fiscal 1976 was a very satisfactory 
year for Bow Valley’s oil and gas 
exploration and development 
division as well as the oilwell drilling 
divisions. The employees of these 
divisions are to be congratulated on 
the success of their operations. Other 
divisions of Bow Valley were not as 
successful in fiscal 1976, but the 
untiring efforts of these employees 
under adverse and difficult market 
conditions are acknowledged and 
very much appreciated by the Board. 
A summation of the year indicates 
that the goals of the Company are 
being achieved with the outstanding 
exploration successes and the future 
gives every indication that Bow Valley 
has an excellent opportunity to 
become a major Canadian 
independent oil and gas company. 


D. K. Seaman 


August 16, 1976 President 
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Bow Valley, through its exploration 
division, Bow Valley Exploration, 
conducts an extensive oil and gas 
exploration and development 
program in Canada and eight other 
countries around the world. Bow 
Valley Exploration is headquartered 
in Calgary and operates overseas 
through offices in London and 
Singapore. 


CANADIAN EXPLORATION 


MACKENZIE DELTA 


Bow Valley owns a 50 percent 
interest in eight permits comprising 


a 


te 


270,242 acres in the Mackenzie Delta. 


In December 1973 Bow Valley and its 
partners in these permits entered 
into an agreement with Sun Oil 
Company Limited whereby Sun 
would drill three wells to earn a 

45 percent interest in one permit 
and an option to drill a minimum 
of 12 wells to earn a 45 percent 
interest in all permits. Under this 
agreement Sun has drilled two wells: 
the first, Unark L-24, was spudded on 
September 24, 1974, and abandoned 
after testing non-commercial 
quantities of natural gas, and the 
second well, Pelly B-35, was spudded 
on October 5, 1974 and abandoned 
after testing non-commercial 
quantities of natural gas. Sun has 
recently completed 82 miles of 
seismic on both the Pelly and the 
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BOW VALLEY 


Unark anomalies and will drill the 
third commitment well on the Unark 
permit this fall. 


In a separate agreement, Sun drilled 
a directional exploratory well, 
Garry P-04, on Permit W-949 to test a 
structure located both on this permit 
and on an adjacent permit to the east 
held by Chevron Standard Limited. 
The well was drilled to 11,000 feet 
and completed as an oil and gas 
discovery in December 1975. Results 
of extensive testing indicate a total 
net hydrocarbon-bearing section of 
330 feet with gas flow rates of 14 
MMcf per day and 17 MMcf per day 
from two different zones; an oil zone 
was tested over a short flow period 
at arate of 7,920 barrels per day. Bow 
Valley earned a small overriding 
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MACKENZIE DELTA 
AND BEAUFORT SEA 


CANADA 


67,560 NET LEASABLE ACRES*+ 


ee] LAND HOLDINGS - MACKENZIE DELTA 270,242 GROSS ACRES 


BOW VALLEY PARTICIPANTS 67,561 NET LEASABLE ACRES*tt 
LAND HOLDINGS - BEAUFORT SEA 439,352 GROSS ACRES 


27,459 NET LEASABLE ACRES 


¢ BOW VALLEY PARTICIPANTS 27,460 NET LEASABLE ACRES* 


© Location 


* Subject to 20% net carried interest to Numac Oil & Gas Ltd. 

t Subject to 25% net profit interest to Bow Valley after payout. 

t Subject to 45% net working interest option agreement to 
Sun Oil Company Limited 
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royalty interest in 1,100 acres on the 
Chevron permit tested by this well, 
and Sun has agreed to drill a Garry 
appraisal well on Bow Valley’s Permit 
W-949 during the forthcoming 
winter drilling season. 


In addition to the Mackenzie Delta 
acreage, Bow Valley holds a 121% 
percent interest in nine permits 
consisting of 439,352 acres in the 
Beaufort Sea. This area will warrant 
considerable attention this summer 
as industry will be actively exploring 
this area for the first time. Two drill 
ships commenced drilling in 

early August 1976 at locations 
approximately 60 miles north of Bow 
Valley’s closest Beaufort Sea permits. 


ARCTIC ISLANDS 


Bow Valley has a 2.03 percent interest 
in Panarctic Oils Ltd. This represents 
a minor dilution from last year as 
Bow Valley declined to participate 
in the last share subscriptions by 
Panarctic. 


Panarctic had a very active winter 
drilling season during which it 
successfully extended the gas fields 
at Drake Point and Hecla on Melville 
Island and discovered a new gas 
field at Jackson Bay off Ellef Ringes 
Island. An oil discovery at Bent Horn 
on Cameron Island was also 
extended by a one-mile stepout after 
one well, drilled six miles away from 
the original discovery well, was 
abandoned. Although estimates of 
oil reserves in the Arctic have not 
been published, Panarctic now 
estimates its marketable gas reserves 
in this area at 15 trillion cubic feet. 


WESTERN CANADA 


During fiscal 1976, Bow Valley 
participated in the drilling of 111 
wells in western Canada. 


In the Wandering River area of 
northeastern Alberta, an additional 
25 wells were drilled during fiscal 
1976 of which 20 were completed as 
gas wells. Bow Valley now has a total 
of 87 gas wells in the area and in May 
of 1976 the initial gas gathering 
system and compression facilities 
were completed. The field should 
achieve maximum production of 
about 30 MMcf per day and Bow 


Valley’s share will be about 20 MMcf 
per day. A long-term gas purchase 
contract has been executed with 
Sun Oil Company Limited that calls 
for an initial wellhead price of $0.72 
per Mcf plus an export differential 
of approximately $0.23 per Mcf. Bow 
Valley is the operator and owns an 
average interest of 67 percent in the 
600,000-acre project. 


During February 1976, two shallow 
gas fields in Alberta were placed on 
production at Gough Lake and 
Edgerton. The two fields are 
producing about 7.5 MMcf per day 
and Bow Valley’s share is 5.0 MMcf 
per day. Bow Valley owns a 45 
percent interest in Gough Lake and 
a 100 percent interest in Edgerton; 
wellhead prices are $0.90 and $1.12, 
respectively. 


Bow Valley has a major interest in a 
40,640-acre shallow gas project in the 
Medicine Hat area of southeastern 
Alberta. The greater part of the 
development program was 
completed in fiscal 1975; however, 
since that date an additional 47 
wells have been completed. Bow 
Valley now owns a 50 percent 
working interest in 88 wells and 
approximately a 10 percent royalty 
interest in the remaining 125 wells 
convertible to a 50 percent working 
interest after payout. The field is 
currently producing gas at about 20 
MMcf per day at an average wellhead 
price of $1.22 per Mcf. Bow Valley's 
share of the production is about 5 
MMcf per day. 


At the present time it is estimated that 
an additional eight smaller gas fields 
will be brought on stream in fiscal 
1977 and should make a significant 
contribution to Bow Valley’s gas 
production. 


INTERNATIONAL EXPLORATION 
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UNITED KINGDOM 


In the U.K. Sector of the North Sea, 
significant activity occurred in late 


fiscal 1975 and in fiscal 1976 on 
Licence No. P. 108 which covers 
Blocks 16/7 and 16/3 and Licence 
No. P. 222 which covers Block 16/2. 


On July 11, 1975, an exploratory 
well, the 16/7-2, was spudded 4.7 
miles west of the Brae discovery 
well to test a separate structure. 
The well reached a total depth of 
7,997 feet and tested oil at a flow 
rate of 4,023 barrels per day from a 
Paleocene sandstone at a depth of 
approximately 6,000 feet. Gas was 
also tested at substantial rates 

from a separate sand in the Paleocene 
sequence. 


On September 18, 1975, the National 
Coal Board exercised its option to 
acquire at cost, for cash, a 20 percent 
interest in Blocks 16/3 and 16/7. This 
reduced Bow Valley’s interest in 
these two blocks from 35 percent to 
28 percent. The National Coal Board 
has no option on Bow Valley’s 
Block 16/2 and Bow Valley’s 
interest remains at 35 percent. The 
interest of the National Coal Board 
is now held by the newly-formed 
British National Oil Corporation. 


On October 8, 1975, a Brae 
appraisal well, the 16/7-3, was 
spudded in 340 feet of water 
approximately 3.7 miles southwest 
of the 16/7-1 discovery well. On 
March 10, 1976, it was announced 
that the well had reached a total 
depth of 13,655 feet and had 
encountered 1,000 feet of continuous 
gross oil pay in an Upper Jurassic 
sandstone. Four production tests 
were taken over the pay interval and 
yielded a combined flow of 14,000 
barrels of oil per day with a gas-oil 
ratio of 1,600 cubic feet per barrel. 
By way of comparison the Brae 
discovery well 16/7-1, announced on 
May 5, 1975, had flow rates from 
seven production tests over the pay 
interval that yielded a combined flow 
of 22,000 barrels per day with a 
gas-oil ratio of 3,000 cubic feet per 
barrel in the lower part of the pay 
zone and 7,000 cubic feet in the top 
part of the zone from 500 feet of 
continuous gross oil and gas pay 

in an Upper Jurassic sandstone. 


On May 28, 1976, it was announced 
that a letter of intent had been signed 
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with Ashland Oil, Inc. The substance 
of the letter and the resulting effects 
to Bow Valley are summarized as 
follows: 


1) Bow Valley would assign to 
Ashland half of its 28 percent 
interest in Licence No. P. 108, 
which includes the Brae field, 
and a 35 percent interest in 
Licence No. P. 222, which is 
contiguous to Licence No. P. 108 
and may include a part of Brae. 


2) Ashland would pay Bow Valley 
$7,500,000 and loan Bow 
Valley an additional $7,500,000, 
representing the recovery of all 
Bow Valley costs incurred to date. 


eS) 
~— 


Ashland would loan to Bow 
Valley an additional $7,500,000 to 
pay for Bow Valley’s share of 
estimated future exploratory 
and appraisal drilling on the 
licences until the development 
stage is reached. 


4) If it is agreed to develop any 
discovery on the licences, Ashland 
would further loan Bow Valley 
its share of any development 
costs, including installation of 
production platforms and 
transportation facilities, and 
would continue to loan Bow 
Valley its share of any subsequent 
exploratory and appraisal drilling 
costs until Ashland has recovered 
all its loans. 


5) If agreement is not reached to 
develop any discovery on the 
licences, Ashland would return 
the assigned interests to Bow 
Valley without compensation to 
Ashland. 


6) All loans made by Ashland to 
to Bow Valley are on a non- 
recourse basis repayable only 
out of production from the 
licences. Upon commencement 
of production, Ashland would 
receive 70 percent of Bow Valley’s 
14 percent share of net proceeds 
from production and Bow Valley 
would receive 30 percent until 
Ashland has recovered all monies 


loaned to Bow Valley. Thereafter, 
the entire proceeds from the 14 
percent will be for Bow Valley’s 
account. 


The agreement is subject to the 
execution of a definitive agreement, 
the receipt of appropriate tax rulings, 
and the approval of the necessary 
government agencies. Subsequently, 
it was announced that The Louisiana 
Land and Exploration Company had 
entered into an agreement with 
Ashland Oil, Inc. whereby The 
Louisiana Land would acquire 45 
percent of Ashland’s participation 
in the Brae field by paying 45 percent 
of Ashland’s obligations. 


Under the terms of the Licence No. 
P. 108, 50 percent of the original area 
of Blocks 16/3 and 16/7 was 
mandatorily relinquished by the 
group on June 8, 1976. 


On July 4, 1976, another Brae 
appraisal well, the 16/7-4, was 
spudded approximately 2.7 miles 
southwest of the 16/7-3. A fourth 
Brae appraisal well, the 16/7-5, to 
be located 2.8 miles west of the 
discovery well 16/7-1, should spud 
in August 1976. Both wells will be 
drilled to about 14,000 feet to test 
the Upper Jurassic sandstones. 


In Block 21/7 in the U.K. Sector of 
the North Sea, Bow Valley 
participated in the drilling of a 
10,600-foot test to earn a 21.5 percent 
interest in the block. The well, drilled 
with the ODIN DRILL, was left dry 
and abandoned on May 14, 1976. 


In the U.K. Sector of the Celtic Sea, 
Bow Valley holds an 8.33 percent 
interest in Block 103/22. Seismic 
interpretation of this block has 
indicated an anomaly that extends 
into Amoco’s adjoining Block 
103/21. On June 13, 1976, Amoco 
spudded an exploratory well on its 
Block which was left dry and 
abandoned on July 26, 1976 and the 
Bow Valley group has the option to 
make a dry-hole contribution to 
the well. 


Bow Valley holds an equal share in 
a four-company group formed in 
1974 for purposes of applying for 
new acreage to be offered by the U.K. 
government in the fifth round of bids 
in the U.K. Sector of the North Sea. 
A formal request for tenders has 
been announced by the Government 
with tenders closing October 5, 1976. 
The Department of Energy has stated 
that the British National Oil 
Corporation will have and pay for a 51 
percent working interest in all 
future licences. A detailed 
interpretation of more than 10,000 
miles of seismic in the area of 
interest has been completed and will 
provide the basis for the selection of 
blocks. 


NORWAY 


In the Norwegian Sector of the North 
Sea, Bow Valley holds an eight 
percent working interest in the 
Heimdal gas and condensate field 
in Block 25/4 about 20 miles south 
of the major Frigg gas field. Extensive 
evaluation studies have been 
conducted on Heimdal since its 
discovery in 1973, and it now appears 
that additional seismic and possible 
appraisal drilling may be necessary to 
more accurately determine the 
reserves of this field before 
commencing the development 
phase. 


A Heimdal gas purchase contract 
has been signed with the British Gas 
Corporation, and it is contemplated 
that Heimdal gas will flow through 
the Frigg field pipeline system to 
Scotland for delivery to the British 
Gas Corporation. Export permission 
from the Norwegian government will 
be requested for the sale to the 
British Gas Corporation as soon as 
the group has completed its current 
evaluation programs. Bow Valley 
expects the field to be on stream 
during 1981-1982. 
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In the Dutch sector of the North Sea, 
Bow Valley has a 6.5 percent interest 
in Block Q/11, a 22 percent interest 
in Block Q/14, and a 9.89 percent 
interest in Block P/4. In Block Q/11, 
a 156-mile seismic survey was 
completed in September 1975. 
Processing of the data was 
completed in December and, if 
drillable structures are indicated 

by the interpretation now in 
progress, a well may be drilled in 
WRyae 


© Location -0- Abandoned 
sx Suspended 


+ + \ 


.. Maydan Mahzam 
‘ <e a5 
H >. : i CO 
a A a alee fe 
Ny lag é. + Bakhdogh ~~ — 
El Sharqui a peace 
Bul Hanine oe ae 


ABU DHABI 


In the Arabian Gulf offshore Abu 
Dhabi, a fourth well was completed 
in the Arzanah oil field as a successful 
Jurassic appraisal well on December 
17, 1975. The well tested oil from two 
zones at 5,534 barrels of oil per day 
and 4,768 barrels of oil per day and 
showed better flow characteristics 
than the earlier wells. The 
development of the Arzanah field is 
now underway and includes the 
drilling and completion of two 
additional development wells and 
the workover of the first four wells. 
The engineering and design of the 


Zakum 


ADOC 


Mubarra 


production facilities has been let. 
This field is expected to be on 
stream by January 1978 at an initial 
rate of 25,000 barrels of oil per day. 
Bow Valley has a 10 percent interest 
in the field reducible to a 5 percent 
interest if the Ruler exercises his 
option to acquire a 50 percent 
interest in the field at cost. Project 
financing on a limited recourse basis 
for its share has been arranged by 
Bow Valley. 


In addition to the Arzanah 
development, an exploratory test on 
the Abu Dhabi concession will be 
drilled in the near future about nine 
miles east of Arzanah Island on a 
separate structure. 


INDONESIA 


Bow Valley had a 30 percent interest 
in a Technical Assistance Contract in 
the Palembang Basin of southern 
Sumatra. A number of oilwells were 
successfully drilled in the area; 
however, reserves discovered were 
considered insufficient to warrant 
commercial development, and it was 
decided to surrender this acreage 
effective July 1, 1976. Bow Valley’s 
office in Jakarta, Indonesia, has been 
moved to Singapore. 


VIET NAM 


Offshore Viet Nam, Bow Valley was 
the technical operator for a four- 
company group that was awarded 
two offshore blocks in July 1973. 
During 1974, two other partners were 
added to the group and a 4,000-mile 
marine seismic program was under- 
taken which subsequently confirmed 
the existence of several drillable 
anomalies. 


A four-well exploratory drilling 
program was to have commenced in 
July 1975; however, the fall of the 
Republic of Viet Nam caused a 
suspension of all operations. While 
the government of the Democratic 
Republic of Viet Nam subsequently 
declared all previous offshore 
concessions null and void, a Bow 
Valley representative was invited 

to visit Hanoi in November 1975 for 
purposes of renewing discussions 
relating to the exploration and 
development of Bow Valley’s 
previous blocks offshore Viet Nam. 
These negotiations are continuing. 
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MALDIVE ISLANDS 


In the Maldive Islands, located off 
the southwestern coast of India, Bow 
Valley has a 3.94 percent interest 
in one concession and a 2.19 percent 
interest in another. There is a total 
of 20,855,680 acres in both 
concessions. The first well in the 
Islands was drilled to 7,289 feet in 
February 1976 and was abandoned 
after encountering volcanic rocks. 
Drilling results and seismic data in 
both concessions are currently being 
evaluated. 
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EGYPT 


Bow Valley owns a 20 percent interest 
in a 1,111,968-acre concession 
located east of Cairo. The concession 
agreement calls for a three-year 
expenditure commitment of 
$6,000,000 which includes the 
drilling of three wells. Soudding of 
the first exploratory well, with 
Santa Fe Rig #69, has been scheduled 
for September 1976 to test 
Cretaceous and Jurassic sections to 
a depth of 12,500 feet. Approximately 
800 miles of seismic data was 
acquired over the western portion of 
the concession during 1975-1976. 
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BOLIVIA 


On September 17, 1975, a 2,637,800- 
acre contract in the foothills of 
Bolivia was awarded to a joint venture 
in which Bow Valley is a 25 percent 
participant. The acreage is in the 
productive Subandean Fold Belt 
200 miles south of Santa Cruz. 
The contract calls for an_ initial 
expenditure of $4,000,000 over three 
years, which includes the drilling of 
three wells within 18 months of the 
execution date of the contract. 


The first well, Barrial #1, a 
Cretaceous and Devonian test, was 
drilled to 7,000 feet and left dry 
and abandoned on March 9. 


The second well, Macharetti #1, 
spudded on March 22. This well 
encountered mechanical difficulties 
but now has resumed drilling towards 
its target depth of 8,200 feet. 


Drilling operations in the 
foothills of Bolivia. 
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SUMMARY OF OIL AND GAS ACREAGE AS OF MAY 31, 1976 


DEVELOPED AND UNDEVELOPED 


Types of Interests 


Working Interest (1) 


Royalty Interest (2) 


Other Interests (3) 


Gross Net Gross Net Gross Net 
Location Type of Ownership Acres Acres Acres Acres Acres Acres 
CANADA 
1. Alberta eases ew weet eee een 1,277,985 672,948 379,565 11,414 257,809 19,349 
Petroleum & Natural Gas 
INSSSIVAUIOMS 2a 00c0n0nsor 33,920 10,732 42,240 1,267 28,480 3, ail 
Petroleum & Natural Gas 
Renin its mee tps Means 4 tac 19,522 12,964 640 10 -- — 
Drilling Reservations......... 72,640 28,677 6,400 582 — _ 
Natural Gas Licences........ 379, 460 168,484 — — = = 
2. Atlantic East Coast Exploratory Permits ......... VAY eas) 5S) ask _— _— _— = 
3. Arctic Islands Exploratory Permits (4)....... Dalso202 85, 358* 348,599 ys} 738,571 Sooo 
4. Beaufort Sea Exploratory Permits ......... 439 352 27 ,459* _ — 439 352 6,865* 
5. British Columbia [EASCSHe Pe St Ne get) ee 13,859 2,754 = — 12,927 1,408 
6. Mackenzie Delta Exploratory Permits (5)....... 270,242 67 ,560* = _ 270,242 16,890* 
7. Saskatchewan [eases mrey wen tet sec os 12,443 UE Sy 3,576 508 10,936 410 
8. Yukon-Northwest 
Territories Exploratory Permits ......... 96,404 24,101* 270,474 1,048* _ — 
TOWAI GANA D Agee nee 5,548 354 Lon 52 1,051,494 16, 352 1,758,317 5S 09) 
FOREIGN 
1. Abu Dhabi Concession Alcane ea ana 388,195 38,820 — = - - 
2. Bolivia Senvice Gontracteews er ... 2,600,000 650,000 = — _ — 
3. Egypt Concession Area. . 1,111,968 222,394 — — = = 
4. Indonesia Technical Assistance 
GontractArea sae eee 67,753 20,326 — — _ — 
5. Maldive Islands Petroleum Exploration 
LNG OM GOS. tees os gestern 20,855,680 714,706 — -- _ -- 
6. Netherlands Exploration Licences......... 86,016 7,064 -- — — — 
7. Norway Productionsicencess es eee 129,480 17,264 — — — a 
8. United Kingdom Licences. ee caked LEE es 281,869 74,087 _ _ _ _ 
TOMAR EO REI GIN ieee 25,520,961 1,744,661 — — — — 
WOUANL WHOIRIED) . en ne a se 31,069,315 PS 216} 1,051,494 Dy. skoy? 1,758,317 3} Set) 


(1) Gross acres represent the total of the acreage in which Bow Valley has varying working interests. Net acres represent Bow 


Valley’s interest in the gross acres. 


(2) Gross acres represent the total of the acreage in which Bow Valley has varying royalty interests. Net acres represent Bow Valley's 


interest in the gross acres. 


(3) Gross acres represent the total of the acreage in which Bow Valley has varying net profit and reversionary interests. Net acres 
represent Bow Valley’s interest in the gross acres. 


(4) Excluding acreage owned by Panarctic. As of December 31st, 1975, Panarctic held working interests in 70,833,639 gross acres and 
48 609,728 net acres. Bow Valley holds a 2.03 percent interest in Panarctic. 


(5) Subject to 45 percent working interest option agreement to Sun Oil Company Limited. 


= These figures have been adjusted by a reduction of 50 percent to reflect the revocation of Oil and Gas Land Order 1.1961 


effective April 15, 1970. 
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OPERATIONS 


All of Bow Valley’s production and 
proven reserve figures are stated in 
gross units as future royalty rates of 
the various Canadian provinces are 
difficult to estimate due to variations 
of selling prices, capital expenditures, 
and other factors. The crude oil and 
natural gas liquids reserve figure 
includes, for the first time, proven 
reserves for the Arzanah field in 
Abu Dhabi. Only 50 percent of Bow 
Valley’s 10 percent interest in these 
reserves have been taken into 
consideration on the assumption that 
the Ruler, who approved the 
development scheme for the Arzanah 
field on June 28, 1976, will exercise 
his option to acquire a 50 percent 
interest in the field. Petroleum 
discovered at Brae, Heimdal, in the 
Mackenzie Delta and by Panarctic 
are excluded until further evaluation 
programs have been completed. 


In fiscal 1976, Bow Valley’s petroleum 
production was 634,061 barrels of 
crude oil and natural gas liquids, or 
an average of 1,732 barrels per day, 
and 8.675 billion cubic feet of gas, 
or an average of 23,704 Mcf per day. 
Compared to fiscal 1975, average 
daily oil production was down 13 
percent while average daily gas 
production was up 11 percent. The 
decrease in oil production results 
from both the natural decline in 


New gas gathering facilities at Wandering River 
in northeastern Alberta. 


Natural gas converted to hydrocarbon equivalent based on value. 


Canadian reserves and temporarily 
reduced oil allowables as Canada cut 


back exports to the United States. Exploratory Wells Drilled cat Me 
This export market will be replaced Fiscal Year Oil Wells =~ Gas Wells ie Dry Holes 
by the new oil pipeline to Montreal, Ended ee — Se 
which is now delivering crude. The May31 Gross Net Gross Net Gross Net 
increase in gas production came from ie 2 A 1a i * ae 
new Alberta gas fields connected 1976 Saas 18 Be ee 


during the year. Total B 76 453. = 2079 2 59.16.99 


During fiscal 1976, Bow Valley, 
excluding wells drilled by Panarctic 


Development Wells Drilled 
Oils Ltd., participated in drilling 118 E 


gross wells, including 7 overseas. Of Fiscal Year Oil Wells Gas Wells 
the 118 gross wells drilled, 90 gross bape CG ee 
wells were completed as oil or gas 74° ee 
wells for a 77 percent success ratio. 1975 5435 152.7602. 

| 1976 4160966 28.28 4 
As at May 31, 1976, independent Total 123.995 242 198.29 0 8712) es 
consultants estimated that Bow : hae Sa ee 
Valley had proven reserves of pias ie 


10,861,000 barrels of crude oil and 
natural gas liquids and 291.5 billion 
cubic feet of gas. Comparative 
figures as at May 31, 1975 were 
7,578,000 barrels of crude oil and 
natural gas liquids and 297.4 billion 
cubic feet of natural gas. 


During fiscal 1976, Bow Valley’s 
capital expenditures on oil and gas 
exploration and development were 
$18,470,000 compared to $15,149,000 
in fiscal 1975. 


New gas compressor facilities at Wandering River 
in northeastern Alberta. 
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Bow Valley’s oil and gas contract 
drilling divisions enjoyed a most 
active and profitable year. This was 
occasioned by an efficient operation 
and a better economic climate 
resulting from a satisfactory 
conclusion to the dispute over the 
sharing of resource revenues by the 
Federal and Provincial governments. 
In fiscal 1976, in western Canada, 
Hi-Tower Drilling and Sedco 
Drilling completed 720 wells for a 
total of 2,206,328 feet representing 
approximately 16 percent of the total 


footage drilled by the entire industry. 


This is a substantial improvement 
over the prior year when 567 wells 
accumulated 1,807,133 feet of 
drilling. Hi-Tower and Sedco operate 
35 rigs with depth capacities ranging 
up to 20,000 feet. 


The Commonwealth Hi-Tower 
Arctic Joint Venture (in which Bow 
Valley has a 50 percent interest) 
showed a modest increase in 
performance in fiscal 1976 as there 


continues to be some hesitancy on 
the part of oil companies to embark 
on extensive exploration programs 
in the Arctic. In fiscal 1976, 
Commonwealth Hi-Tower drilled 5 
wells for 57,087 feet as compared to 
9 wells for 65,070 feet in fiscal 1975. 
During the year, the joint venture 
acquired the one rig owned and 
operated by Drillarctic and 
Commonwealth Hi-Tower now 
operates 4 rigs in the Arctic with 
depth capacities ranging from 6,000 
to 18,000 feet. 


The ODIN DRILL had an active and a 
profitable year in the North Sea and 
was on location for 350 days in fiscal 
1976. At the present time the ODIN 
is drilling the Brae appraisal well 
16/7-4 in the United Kingdom Sector 
of the North Sea. Bow Valley has a 
20 percent interest in the self- 
propelled semi-submersible rig 
which has a drilling capacity of 25,000 
feet. 


Connors Drilling Ltd. was able to 
increase gross revenues slightly 
during fiscal 1976 despite a reduction 
in mining exploration activity. The 
increased revenue, however, was 
more than offset by higher costs 
with resulting reduced profits. 
Depressed mineral prices continue to 
adversely affect the mining industry 
and all related support functions are 
operating on a very competitive 
basis. Minimum prices for copper 
and other base minerals is largely 
responsible for the lower activity 
while in British Columbia and 
Quebec strikes have further 
aggravated operational results. 


Hi-Tower rig and crew on location in 
southern Alberta. 


Az, 


In fiscal 1976, Connors drilled 
934,298 feet as compared to 1,163,919 
feet in fiscal 1975. Connors operates 
125 underground and 162 surface 
drills throughout western Canada, 
Quebec, and the western United 
States and is considered one of the 
largest diamond drilling contractors 
in North America. 


Bow Helicopters Ltd. in fiscal 1976 
was unable to pass on cost 
escalations to customers and, 
although gross revenue approxi- 
mated that of last year, margins 
decreased considerably. The 
helicopter market is quite 
competitive which makes it very 
difficult to establish any rate 
increases. Bow Helicopters operates 
15 helicopters throughout western, 
central, and northern Canada and 
major activities consist of support 
services for the petroleum and 
mining industries as well as forestry 


ow Helicopters on a powerline installation work and helicopter skiing. 


contract in the lower mainland of British 
Columbia. 


Resolute Construction operation in the Ft. § 
McMurray area of northeastern Alberta. 
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Resolute Construction Ltd. during 
fiscal 1976 was actively engaged 

in gas and water line installation and 
road construction in the oilfield 
areas of Alberta. A considerable 
amount of Resolute’s work in fiscal 
1976 was for Bow Valley Exploration 
while other contracts approached 
the record profit levels attained in 
fiscal 1975. 


Wonderly & Kershaw Petrochemical 
Services Ltd. had a substantial 
reduction in fiscal 1976 revenue and 
profit due to the loss of three 
plant maintenance contracts. 


The anticipated development of 
processing industries in the petro- 
chemical field in Alberta and the 
related benefits to Resolute and 
Wonderly & Kershaw did not occur 
in fiscal 1976. 


Cardwell Supply had a satisfactory 
performance in fiscal 1976 as its 
operations benefited directly 

from increased drilling activity in 
the western provinces and in Alberta 
in particular. Whereas fiscal 1976 
results did not achieve the record- 
breaking levels of fiscal 1975, it 
should be noted that the prior year’s 


profits included a large volume of 
goods that were in short supply and 
earned an unusually high mark-up. 
Cardwell operates from four stores 
in Alberta and one in northeast 
British Columbia. 


Narwhal Arctic Services, a limited 
partnership in which Bow Valley 
holds a 60 percent interest, has had 
a substantial decrease in activity at 
its supply depot in Resolute Bay in 
the Arctic Islands. There has been an 
appreciable slowdown in exploration 
for oil and gas in the Arctic Islands 
pending acceptance by the oil 
industry of the Federal government’s 
new Canada land regulations. 


Western Research & Development 
Ltd., Bow Valley’s environmental 
control subsidiary, experienced a 
dramatically reduced consulting 
market in fiscal 1976 and the available 
work was very competitively bid. 
Western R&D was also burdened 
with a heavy overhead cost which 
was not readily adjustable without 
damaging the company’s ability to 
provide a full and complete service 
to customers. 


Digitech Ltd. is a fully-integrated 
exploration data processing company 
and is eleven percent owned by 
Bow Valley. In their most recent 
interim report to shareholders, 
Digitech recorded a profit of $96,266 
for the nine months ended March 
31st, 1976. 


SS Connors Drilling Ltd. on a core hole contract 


in central British Columbia. 


furnace operation at 


Vancouver foundry. 


Unfavourable market conditions in 
the forest products and mining 
industries as well as lengthy labour 
disputes were primarily responsible 
for Mainland Foundry & Engineering 
Ltd. reporting a substantial loss for 
fiscal 1976. Mainland was able to 
maintain its sales volume by 
establishing new lines of business 
however gross margins were 
substantially less than anticipated 
while overhead continued to rise. 


Mainland carries on the business 
of design and manufacture of 
machinery for the forest products, 
mining, and construction industries 
and custom fabricating and foundry 
castings. Facilities include 160,000 
square feet of plant and office 
buildings in Vancouver, as well as 
seven warehouses across Canada. On 
December 1st, 1975 the assets of 
Chipper Machine and Engineering 
Corporation of Portland, Oregon 
were acquired to further 
complement Mainland’s operations 
in the northwest United States. 


Elworthy & Company Ltd. 
experienced a small loss for fiscal 
1976 as its electrical supply and 
repair business was adversely 
affected by the slowdown in sawmill 
activity in British Columbia. 


The Wesdrill Equipment division of 
Bow Valley was able to maintain its 
sales level in fiscal 1976 despite a 
reduction in mining exploration 
activity. Intense competition 
however eliminated any material 
mark-up in selling prices and 
Wesdrill had to absorb a substantial 
increase in costs and show a loss 
position for the year. Wesdrill 
manufactures diamond bits and 
related equipment for the mineral 
exploration industry at two plants, 
located in Vancouver, British 
Columbia and Phoenix, Arizona. 


Bow Valley’s Flame-Master division 
had a very satisfactory fiscal 1976 
both in gross sales and net profit. 
Increased housing starts in Alberta 
were primarily responsible for the 


increased performance. Flame- 
Master manufactures residential 
heating and air conditioning 
equipment in a 55,000 square foot 
plant in Edmonton. 


The Climate-Master division, which 
produces industrial and commercial 
heating and air conditioning 
equipment, added a Toronto 
manufacturing facility to match the 
13,000 square foot plant already in 
operation in Edmonton. Both plants 
operated at less than capacity 
however as commercial construction 
failed to reach anticipated levels. 


Western Rock Bit Manufacturing 
Company Limited fabricates drilling 
bits and other industrial products 
for use in the petroleum industry of 
western Canada. Bow Valley has a 
10.4 percent equity in Western Rock 
Bit which continues to report profits 
at a very satisfactory level. 


Furnace manufacturing in Flamemaster’s 
Edmonton plant. 


22 


Bow Valley Industries Ltd. and Subsidiary Companies 


CONSOLIDATED BALANCE SHEET 
May 31, 1976 and 1975 (Canadian Dollars) 


ASSETS 1976 


Current Assets 
Accounts receivable — 


Trade. me Ria SE Gok 3s NR Sea Iv te Pee ran edie Ne ee $ 16,658,460 
Other’ Sec cncivlen 2s Sees conte a cee ed ok Nn ne 1,707,578 
Inventories (Notee3)< St iac eva ae ce oe ae meena ee ere 15,692,988 
Prepaid expenses.cioss a a Sxsdhee ee e eee e ree 813,908 
34,872,934 
Capital/assets;-at cost: (NOte;4) ee ee 108 533,805 
Less: Accumulated depreciation and depletion .................. 36,548 538 
71,985,267 
Goodwill ic, eiocieh Soak Aas ahaa eee ee 4,579,492 
Other assets 
Interest.in: Panarctic:Oils: tds at/cost (NoterS |  e  eeee e ee 2,743,972 
Interest in foreign partnership and incorporated 
joint venture™ at equity. UG 9 ae were ee eee 3,231,489 
Investments in and advances to other companies, at cost.......... 512,730 
elt? ls See rear Argan A ae ies ere eR res ead 4 473,225 
6,961,416 


APPROVED BY THE BOARD: 


$118,399, 109 


1975 
(restated) 


$ 17,594,532 
977,410 
14,504,857 
1,072,796 


34,149 595 


87,478,201 
31,884,246 


55,593,955 
4344911 


2,743,972 
2,356,388 


759,228 
507 ,305 


6, 366,893 


$100,455,354 


LIABILITIES 


Current liab 


ilities 


Operating bank loans, including cheques issued, 


at 10% 


Bankers’ acceptances at 942 %, secured (Note 6) 


Accounts 


%, secured (Note 6) 


payable and accrued 


Be timvatecduncome taxes PaVableys 94.2 04-4 nse cece eben eaeuas 


Long term debt due within one year 


POU SIerINLOGD EN OLCE/a mre wear eee ie Gry hale SDS eh os ee Ge oe 
DGLCLreGIreVENUC Here err re Fi. oe Scone 5 ace aes & Pls an el 


Provision fo 


aM Al OMOVEMNaUlS meat oi ek Mle ee) es hae 


Deterrediincome@ taxeSo) 2055) o6 ces ee bebe ee. 


Shareholders’ equity 
Share capital (Note 9) 
5% % cumulative redeemable preferred shares 
series A of a par value of $20 each — 
Authorized and issued — 100,000 shares 


Outstanding — 72,300 shares (1975 — 75,850 shares)...... 


5% cumulative redeemable convertible second 


prefere 
Auth 


nce shares of a par value of $100 each — 
orized, issued and outstanding — 


HOOKOOOB Tales eeu trate Riis cane. sae ef Pte 


Common 
Author 


shares of no par value — 
ized — 7,000,000 shares 


Issued and outstanding — 4,826,326 shares 
GO Le EAP LO 2 O.SIIALES Unc eatin sro ether das ap nora pee 

Capital redemption reserve fund, on redemption 
ON? (NAST MS ENS, a Sa Gace On reece 


Contribut 
Retained 


50h ATP ONG se enc sy lied ths CRN Pee Gem em ea 
SaEMII ese NO LEM IO) eerie wees ee ceca bere yout one cr 


Contingent liabilities and commitments (Note 12) 


See notes to financial statements. 


1976 


$ 8,213,080 


3,080,000 
12,707,072 


7,757,692 
31,757,844 
41,157,414 

607,437 


649,954 
12,104,788 


1,446,000 


10,000,000 


16,292,729 


554,000 
159,854 
3,669,089 
Bee en, O72 


$118,399, 109 


1975 
(restated) 


$ 5,943,470 


3,680,000 
13,649,860 
714,640 
5,462,377 
29,450,347 
27 ONS 059 
46,286 


549 029 
10,896,161 


1,517,000 


10,000,000 


15,643,151 


483,000 
131,088 
3,826,239 
31,600,478 


$100,455,354 
eee 
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Bow Valley Industries Ltd. and Subsidiary Companies 


CONSOLIDATED STATEMENT OF INCOME 
For the years ended May 31, 1976 and 1975 (Canadian Dollars) 


1976 1975 
(restated) 
Revenue 
Service, supply and construction 
Contract-drilling.—oll=gas and mith ito eee re Cy SYA SNR O2 | $29 644 810 
Sale of oilfield equipment, supplies and services.............. SAIWe SESS) 11,939, 148 
Pipeline construction and plant maintenance................. 1396955 11,432,234 
AVIAtlOn SETVICES soe ee ee, ema eC ee Oe 3,066,861 2,874,366 
Pollution control equipment and services.................... 17677805 2,002,271 
Manufacturing 
Forest products, mining equipment, heating 
equipmentiand foundry sales mesma ae ee ae 30,947,280 29,480,886 
Oilandigas:salesvlessiroyaltics eye ee ee ree 7,,229°376 4,921,857 
Other: sx. cysave Sera ee shee eae: eat ea a Pee Oe re 1,283,153 1,645, 469 
103,327,512 93,941,041 
Costs and expenses 
Direct COStS iii: tederd cen ee EE ee ee PE eee eee 76,206,823 67 054,693 
Geéneralandsadministrative sa cease te ieee ee eer 12,978,945 111257462 
Depreciation: 22) cena ae ee oe ee 4,162,994 3,834,953 
Depletion: cee dx cS 6 eta eee ct Re ee 1,904,659 1,641,203 
Mining properties*albandonied sie: caren emer ee era eee 138,506 90750 
Amortization of deferred ichakees as ste. rear ane er 63,457 132,488 
Interest — 
On‘long termidebUt ee See ee ee ere 4,137,495 2,766,375 
Other cs «iw ns Alga Gere cabaalang en ate ste 1,351,225 1,054,080 
100,944,104 87,700,004 
Income Before Income Taxes and Extraordinary Item .............. 2,383,408 6,241,037 
Taxes on Income (Note 8) 
Currentcacdcd stein g: Gee a ee ee ee ee 145,422 834 206 
Deferred «2.7 eee ee ne ee ee 1,263,001 2,826,281 
1,408 423 3,660,487 
Income Before Extraordinary Item ............................. 974,985 2,580,550 
Extraordinary Item 
Reduction of income taxes due to utilization of 
loss carry forwards in subsidiary companies.................. - 27 Oil 
Net Income xg. i org SE ene ee er ee $ 974,985 $ 2,857,265 
Earnings per Common Share, based on the weighted average 
number of shares outstanding 
Income, beforesextraordinary. (termes eenis gee tne nee $ 0.08 $ 0.42 
Extraordinary ite em wee ee er eee mene 0.06 


Net Income nk. 23333442 Be ee ee ee rte 
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See notes to financial statements. 


Bow Valley Industries Ltd. and Subsidiary Companies 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 
For the years ended May 31, 1976 and 1975 (Canadian Dollars) 


Source of working capital 


Operations — 


Income before extraordinary item 


Add: Net total of non-cash items including 
depreciation, depletion, mining properties abandoned, 
amortization of deferred charges, gains or losses on 
disposals of capital assets, deferred income taxes, 
and income of foreign partnership and incorporated 


joint venture.... 


Working capital provided from operations 
DEL OferexLraOrdinalvel ena aes a re eee ee 
Working capital provided from extraordinary item.............. 


Total working capital provided from operations.......... 


Share capital issued. . 


PSStIGsO MOU PETTING e Di mameete sm nee wy ea arte cnn 06 vrs daa me 


Deferred revenue.... 


©) the ae as a. 


Application of working capital 


Additions to capital assets 
Land, buildings, drilling and other equipment.................. 
Oil and gas properties and equipment and 


mining properties 


BesSETOGCEEUSORUISOOSd Saito ee es 5 a, Sent eae eee ee Gia 


Repayment of long term debt and change in 


current portion... . 


PO VeOS Ce (TERESI SIC Fal Veena Matera ee ico ecg Nel eine arte Ae he laae 
incredsenminvestmentsunmbanarctic Oils.Ltdae <= 2 ees eee: 
Increase in investment in foreign partnership 

G18 UCTS OO AT Sa led CONNER <0 Sa aS 58 SN te re Bete 
RedeniptiomoOtprererred SialeS aman qe oe syn eee | ee ee 


Dividends paid...... 


DeCLeAsGnImOCteLTCCILeVeNU Camac sien mee rs gach eesse age atc ae 
Transfer of oil and gas properties and rights 
heldsomresalertoicapital assets «2. 20) s) we weet ee 


© theres Pee 


Increase (decrease) in working capital ..............-...--.--555- 
Working capital at beginning of year...............----------5--- 


Working capital at end of year............------- 00-2 e sere cee 


See notes to financial statements. 


1976 


$ 974,985 


TAI3: O75 


8, 168,660 


8, 168,660 
649 578 
20,464,603 
409,253 
157,648 
276,772 


30,126,514 


6,349,755 


18,469,970 


24,819,725 
2,839,958 


21,979,767 


7,263,574 
169,798 


935,238 
42,234 
1,061,135 


258,926 
31,710,672 
(1,584, 158) 

4,699,248 

$ 3,115,090 


1975 
(restated) 


$ 2,580,550 


7,629,911 


10,210,461 
139,196 


10,349,657 
294,443 
18,929,718 


1,108 
29,574,926 


5,568,863 


15,149,114 


20,717,977 
3,670,983 


17,046,994 


7,103,762 
267,500 
459 806 


872,655 
40,961 
1,062,564 
71,064 


845 862 
186,502 


27,957,670 


1,617,256 
3,081,992 


$ 4,699,248 
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Bow Valley Industries Ltd. and Subsidiary Companies 


CHANGES IN COMPONENTS OF WORKING CAPITAL 
For the years ended May 31, 1976 and 1975 (Canadian Dollars) 


1976 
Increase (Decrease) in Current Assets 
Accounts receivable — 
Taide 6 sg slese 2 ole ea ne eet eae eh eer $ (936,072) 
Other. ecg ee es a ee ee 730,168 
INVENCONIES whee ee eos So Reale eee eee eager ang 1, (exe) 1131 
Prepald expenses © os. oyaoe ooue eth we rue ee ee (258 888) 
Net increases ine CuUnkenitea’s S CUS sears rin arma rr aa er a 23, BIS, 
Increase (Decrease) in Current Liabilities 
Operating bank loans, including cheques issued ................. $ 2,269,610 
Bankeérs“accé ptan cess fx Steer ie cr erg eet eee ee a (600,000) 
Aceotints pavable*andiacerucd aay ee ere (942,788) 
Estimated income taxes*pay abl erin. aire er (714,640) 
Long term debt due;within- one: year yess ee ee 2,295.9 15 
Net increasein-current, liabilitiesieeeen ee ee 2,307,497 


Increase (Decrease) in Working Capital .......................... $(1,584, 158) 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
For the years ended May 31, 1976 and 1975 (Canadian Dollars) 


1976 
Balance at beginning of year, as previously reported................ S24 5// SOT 
Prior period adjustment to retroactively change 
the method of accounting for oil and gas exploration 
and development-costs: (INO tes) amen seein ar rr era erent ene ee 947 638 
Balance at' beginning of year as restated... ae ee 3,826,239 
Net inéome fontheveatirene mie eer me er 974,985 
4 801,224 
Deduct 
Dividends paid — 
54 % ‘preferred shares SerieseA ere er 81,483 
5% second preterence:siatesia a: ae 500,000 
Common shares (SO810 per shal e:)ieeeseiennee eenn are 479,652 
Amount transferred to capital redemption reserve fund*........... 71,000 
1 UWS ASS 
Balance at end. of year®ae oS Pee eee $3,669,089 


*Pursuant to The Companies Act of Alberta 


See notes to financial statements. 


1975 


$3,250,946 
(299 321) 
5,123,416 
41,189 


8,116,230 


$ (944 323) 
1,120,000 
4,124,563 

394,694 
1,804,040 


6,498,974 
$1,617,256 


1975 
$2,824,920 


725,082 


2,099,838 
2577263 


459575103 


85,396 
500,000 
477,168 

68,300 

1,130,864 


$3,826,239 


Bow Valley Industries Ltd. and Subsidiary Companies 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1. 


Summary of Significant Accounting Policies 


The following accounting principles and practices of Bow Valley Industries Ltd. and subsidiary companies (‘Bow 
Valley”) are set forth to facilitate the understanding of data presented in the financial statements. 


Principles of consolidation: 


The consolidated financial statements include the accounts of Bow Valley Industries Ltd. and its subsidiaries, all 
of which are wholly-owned, as well as Bow Valley’s share of assets and liabilities, revenues and expenses of an 
unincorporated joint venture and three partnerships. Bow Valley’s 50% interest in an incorporated joint venture 
and a 20% foreign partnership interest are accounted for by the equity method, and the results of their operations 
are included in other income in the consolidated financial statements on the basis of December 31, 1975 financial 
statements, which is the year end of both entities. 


Capital assets (excluding oil and gas properties) and depreciation: 

Depreciation of drilling and related equipment is calculated by the diminishing balance method mainly at the rate 
of 20%; oil and gas well and battery equipment by the straight-line method mainly at the rate of 10%; manufac- 
turing, sales and service equipment by the diminishing balance method, mainly at the rate of 20%; helicopters 
and related equipment by the straight-line method mainly at the rate of 10% of cost less an estimated residual 
value equal to 40% of cost; buildings by the diminishing balance method at rates from 22% to7”%%. 


Additions, improvements and repairs and maintenance that significantly add to productive capacity or extend the 
life of an asset are capitalized. Other expenditures for repairs and maintenance are charged to income as incurred. 


Oil and Gas Properties and Depletion: 

Bow Valley follows the full cost method of accounting for oil and gas operations whereby all costs of exploring 
for and developing oil and gas and related reserves are capitalized and charged against earnings as set out below. 
Such costs include land acquisition costs, geological and geophysical expense, carrying charges of non-producing 
properties, costs of drilling both productive and non-productive wells and overhead expense related to explora- 
tion activities. The costs are accumulated in cost centres as follows: 


(i) North America — Canada and the United States except areas north of 60° N and offshore North American 
Continent. 

(ii) Frontier North America — North of 60° N and offshore North American Continent. 

(iii) North Western Europe — United Kingdom and the North Western section of the European Continent includ- 
ing its Continental Shelf which presently encompasses all sectors of the North Sea, Celtic Sea and English 
Channel. 

(iv) Middle East — Encompassing Abu Dhabi, Iraq, Iran and adjacent areas. 

(v) Other areas — A separate cost centre is established for each foreign area in which the Company is engaged 
in exploration activities. 


Costs accumulated in producing cost centres (at present only North America) are depleted using the unit of pro- 
duction method based upon estimated proven reserves of oil and gas. In calculating depletion, natural gas and 
sulphur reserves and production are converted to equivalent barrels of crude oil based on the relative net sales 
value of each product. 


Expenditures in non-producing cost centres are amortized by the straight-line method over ten years or until 
sufficient reserves are established to warrant economically commercial production, at which time amortization 
ceases. When production commences, costs are depleted by the unit of production method. If exploration is dis- 
continued in a cost centre the unamortized costs in that area will be charged against income (included in 
depletion). 

No gains or losses are ordinarily recognized upon the sale or disposition of oil or gas properties held for develop- 
ment purposes except under circumstances which result in a major disposal of reserves. 


Goodwill: 

Goodwill acquired prior to fiscal 1972 in the amount of $3,920,752 is shown in the consolidated financial state- 
ments at cost. Management believes there are no reasons to expect any significant decrease in the value of this 
intangible asset and accordingly does not contemplate any amortization. Goodwill acquired subsequent to fiscal 
1971 is being amortized over twenty years using the straight-line method. 


Provision for major overhauls: | 
The provision for major overhauls relates mainly to Bow Valley’s helicopter operations and is calculated on the 
basis of hours of aircraft operation. Actual costs, when incurred, are charged against such provision. 
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Translation of foreign currencies: 


The financial statements of U.S. subsidiary companies are included in the consolidated financial statements on 
the basis of $1 Cdn. equals $1 U.S. 


Financial statements of other foreign operations are translated on the following basis: 


Current assets and liabilities. — At year end rates of exchange except for materials and supplies held for use in oil 
and gas exploration activities, which are translated at historical rates. 


Other assets and liabilities — At historical rates. 

Revenue and expense items — At average rates of exchange throughout the year except for depreciation and 
depletion, which are converted at the rate of exchange applicable to the related 
assets. 


2. Changes in Accounting Policies 

During fiscal 1975 Bow Valley retroactively adopted the policy of charging current research and development 
expenditures to operations. This change had no material effect on net income for fiscal 1975. 

During fiscal 1976 Bow Valley modified its full cost method of accounting for oil and gas operations by forming 
separate cost centres for significant areas of interest outside of North America and for Frontier North America 
(Arctic and offshore). Prior to this change Bow Valley followed the full cost method of accounting using only one 
cost centre. This change, which has been adopted retroactively, had the effect of decreasing net income for fiscal 
1976 by $327,000 ($0.07 per share) and decreasing net income for fiscal 1975 by $222,556 ($0.04 per share). 


3. Inventories 
Inventories, which are valued at the lower of cost or net realizable value, consist of the following: 


1976 1975 
Finished: S00dS eae en eee ee eer es cia a Onn. (ined. a onan ern $ 6,516,888 $ 7,002,587 
Work: in: progressy eng eters ntact, AP ey eer i ns err ree 2,130,814 1,606,116 
Rawiinatert al Sze coop tem tin fare sae eter ae heer Neer a COA 3 mr ree 997,655 3757-302 
Matérials: andl supplies emcwrtens te pertain tcratesto ak cus sa cue ip rare ree a 6,047,631 4,520,852 
$15,692,988 $14,504,857 

4. Capital Assets 
1976 1975 
Accumulated 

depreciation Net book Net book 

Cost and depletion value value 
Laid 3, sear epee ee frat tel ganna $ 685,577 $ _ RS GYSSy 59/7/ $ ©9645, 985 
Buildings aie ated eneinriee dertnacists 4,388,704 850,713 3,537,991 2,939 444 
Leasehold improvements............. TASS} JN 249 908 543,313 593,574 
Offireerequip meh taeaea en eee 987,918 547,951 439 967 474,709 
JN UCOTMOUME CCWAOMNEME ooorcbonneooce 2,458,165 1) SAS) Se) 1,128,806 1,076,264 
Drilling and related equipment ........ 20,298,944 13,002,452 7,296,492 6,746,042 
Manufacturing plant and equipment... . 3,914,682 1,891,447 2,023,235 WeYAS 1/223) 
Helicopters and related equipment..... 3,229,154 774,714 2,454,440 1,862,263 

Sales and service equipment — 

Construction aac ace 2,755,034 1/55 oP SISIS) a2 C7 Bai 
Bollutionscontro ln eee 634,225 256,904 377 321 242,040 
Othe roe les eae eae renee oes 89 328 49 427 39,901 24,246 
Oil and gas properties ............... 57,667,876 12,251,711 45,416,165 35,302,641 
ProduGctionreq tip men cements ian 10,630,977 3,588,100 7,042,877 3,036,787 
$108 533,805 $36,548 538 $71,985,267 $55,593,955 


5. Interest in Panarctic Oils Ltd. 


Bow Valley has an interest in Panarctic Oils Ltd. (a company organized by private industry and the Government 
of Canada to explore for oil and gas in the Arctic Islands of Canada) the cost of which amounted to $2,743,972 at 
May 31, 1976. As a result of not participating in the last two Panarctic financings, Bow Valley’s interest in this 
company has been reduced from 2.24% to 2.03%. Panarctic Oils Ltd. is, at present, in the exploratory stage of 
operations. The most recent published financial statements indicate that all costs and expenses have been capi- 
talized and that Panarctic Oils Ltd. is deemed to have realized no profit and sustained no loss to December 31, 
SYA. 


Panarctic Oils Ltd. shares are closely held, are not generally traded and no quoted market value exists. In the 
opinion of management the fair value of Bow Valley’s interest exceeds cost. 


6. Bank Loans and Bankers’ Acceptances 


Operating bank loans and bankers’ acceptances are secured by a $2,000,000 floating charge demand debenture 
on the current assets of a subsidiary and various chattel mortgages. In addition, Bow Valley has granted the bank 
general assignments of accounts receivable and pledged certain inventories under Section 88 of The Bank Act. 
There are no specific repayment terms for short term bank indebtedness. During the year ended May 31, 1976 the 
average amount of operating bank loans and bankers’ acceptance outstanding was $7.8 million (maximum $10.1 
million) and the weighted average interest rate was 9.4%. Bow Valley has an established line of credit with their 
bankers which covers short term bank borrowings of which approximately $5.1 million was unused at May 31, 1976. 
Bow Valley has an unused line of credit related to long-term borrowings amounting to $7.1 million. 


7. Long Term Debt 
1976 1975 


Bow Valley Industries Ltd. 
7% Sinking Fund Debentures Series “A” due March 1, 1986, 
redeemable with annual sinking fund instalments of $158,000 
in each of the years 1977 to 1985 inclusive 
GACH OL Zecti—2>4-000 000) mea eriaw eee ee bs ee ee $ 2,394 000 $ 2,559,000 
Bank loans, at current interest rates — 10% % to 114%, 
repayable at the rate of $498,000 per month to January 1977 


ances c40 OOO Derimonththercal tej aan eee ee ee 41,149 633 28,144,814 
PONGGVENE:. «ox dais Bilendy 2 tees Rca ce eam en NE at an ae 102,240 146,499 
43,645,873 30,850,313 


Subsidiaries 


Bank loans, at current interest rates, repayable at the 
rate of $98,000 per month, secured by parent company (Bow 
Valley Industries Ltd.) guarantee and 


by chattel mortgages on equipment* .....................000000-. 4,431,928 2,314,257 

CON AVERRS ssid Sop ks ae ala ae Se Rate ee 837,305 210,860 
5,269, 233 2,525,117 

Motalmonestermac cb taemiewrnnt) 6 Cat ue Weed GTi Hee yh nce OUR lad 48,915,106 33,375,430 
LSS? ANTMOUIME GING Wan GIVE AVWOEIE. .. sn ns cc oc onan conn ncnosuusounoua- 7,757,692 5, 462,377 
$41,157,414 S277 918) 053 


*The terms of the bank loans extend up to 1981, but the banks reserve the right to call the loans on demand. The 
7% Sinking Fund Debentures Series ‘‘A” are secured by a first floating charge on all of Bow Valley’s undertaking 
subject to permitted encumbrances. 

The aggregate maturities of long term debt in each of the five years subsequent to May 31, 1976 are as follows: 


1977 — $7,757,692; 1978 — $8,135,091; 1979 — $8,958,222; 1980 — $9,627,653; 1981 — $12,571,205. 


8. Income Taxes 
In fiscal 1976 total tax expense recorded in the financial statements amounted to $1,408,423 (an effective rate of 
59.1%) which exceeds the amount of $1,134,000 computed by applying the Canadian corporate tax rate for the 
year ended May 31, 1976 of 47.6% to income before provision for income taxes. 
In fiscal 1975 total tax expense recorded in the restated financial statements amounted to $3,660,487 (an effective 
rate of 58.7% which exceeds the amount of $3,033,000 computed by applying the Canadian corporate tax rate for 
the year ended May 31, 1975 of 48.6% to income before provision for income taxes. 


These differences are accounted for as follows: $ (thousands) 
1976 1975 
(restated) 
GOIPULECIVCOMELAX EXPENS Cie eed s eereeieirt Otek Gees irc ee a 4s Pies Gace ae ae cp api etay = $1,134 $3,033 
Add (deduct): 
Grown charges disallowed for tax PUTDOSES 0m 2 ee pe ee ee Fee 1,477 817 
Operating losses of subsidiary companies against 
well hy THO EAS CETRELOMMES. Alka KEMIDSWEO] na coe oe eco aaeadeu done seovun ss Uo eaane may HOE 818 = 
Deduction for tax purposes in respect of 
TAKES Ae: (in) Parvarrennie ONG (Meh » oso acokoeanen votes ooocon os tuo ae enogpauge oon eos (216) = 
Gapital pains HOUSUDJECUtO taxces ee goth neien enh ie oe ater nye eee rite Gaennitae (76) — 
Resource Droits TateireC UCLIOIS meciy este scimiey a2 a0 eho ae goa reefer Rein Pei eee he (888) (230) 
Provincial resource industry rebates v=. anc escnke pom ee ee oa Se (963) (465) 
od PT alll CU EB OP AA oo Go ob oc Oh PD Fe RO Pome OnM Gomera oo uP AG acne opment _ 247 
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The deferred income tax expense of $1,263,001 (1975 — restated — $2,826,281) results from timing differences in 
the recognition of revenues and expenses for tax and financial statement purposes. The main components of these 


differences, and the tax effect thereof, are as follows: $ (thousands) 
1976 1975 
(restated 
Excess of capital cost allowance for tax purposes over depreciation...................... $ 767 $1,264 
Excess of drilling and exploration expenditures for tax purposes over depletion............. 1,202 1,704 
Accounting losses for which tax creditstane necogniz ec peer ee ene ee ee (215) = 
Provincial resource;industry rebates ewer.n. emi erte eer reer nee ea (244) = 
Othe rvic-cc5 sy coe ae cette aoe ee Fede Ee ee eee (247) (142) 


$1,263 $2,826 


At May 31, 1976 subsidiary companies had tax losses of $741,000, which expire at varying dates to 1981, available 
to carry forward against future taxable incomes. In addition there are capital cost allowances and drilling and 
exploration costs available for tax purposes in certain subsidiaries in excess of the related net book value of such 
expenditures for accounting purposes in the amount of $1,714,000. No provision has been made in the accounts 
for possible future tax benefits which may arise from these items. 


9. Share Capital, Share Purchase Warrants and Share Options 


Bow Valley is required to expend $40,000 per year (or such lesser amount as would increase the fund to $80,000) 
on a series “A” preferred share purchase fund for the redemption or retirement of its 5% % cumulative redeem- 
able preferred shares series ““A’’, provided such shares are available in the open market for purchase at a price 
not exceeding their par value plus reasonable cost of acquisition. The series ‘‘A” preferred shares are subject to 
redemption at any time at $21 per share. On liquidation, dissolution or winding up they rank prior to the common 
and second preference shares and holders are entitled to receive $21 per share plus accrued unpaid dividends. 
The 5% cumulative redeemable convertible second preference shares of a par value of $100 each are convertible 
at any time prior to April 2, 1979, into common shares at an initial conversion price of $30 per common share 
(3% common shares for one preference share). These shares rank junior to the series A” preferred shares and are 
subject to redemption at $105 per share, plus accumulated unpaid dividends, except that during the period to 
April 1, 1979 redemptions are subject to deferral under certain conditions. 

On or before March 31 in each year, commencing with the year 1980, Bow Valley is required to set aside as a 
sinking fund an amount equal to 5% of the par value of the second preference shares outstanding at the close of 
business on April 1, 1979 for the purpose of either redeeming or purchasing the shares. 


The following table sets out the change in issued common share capital during the two years ended May 31, 1976: 


Number of 
shares Amount 

Balance Mayas 1519 74pmmernenen ans un ene ee 4,770,626 $15,348,708 
Shares issued for cash upon exercise of options........................ 2,100 26,943 
Shares issued as further consideration for the acquisition 

of Western Research & Development Ltd............................ 20,000 267,500 
Balances May33.1 81975 Berea nn eke enn ee eee 4,792,726 15,643,151 
Shares issued for cash upon exercise of options........................ 33,600 649,578 
Balance; Mayi3 135197 Ga eee ery ine ed ee re ee 4,826,326 $16,292,729 


Of the authorized but unissued common shares, 494,098 were reserved at May 31, 1976 for the following: 

(a) Options granted, or to be granted, up to an aggregate of 160,765 common shares of Bow Valley to officers 
and employees of Bow Valley under the terms of the Bow Valley Industries Ltd. Incentive Stock Option Plan. 

(b) 5% cumulative redeemable convertible second preference shares convertible into initially 333,333 common 
shares of Bow Valley. 


As at May 31, 1976, the details of h de tion are as follows: 
at May 31, , the details of common shares under option ar ollow Nerer einen 


Option Price Date of Grant 
Number of Per Per 

Date Granted Shares Share Total Share Total 

JUNC TT A519 71 ene en ere ee eer are 250 $21.61 $ 65,403 $22.75 $ 5,688 
September Ol 97a 500 25.89 12,945 2/25 O25 
Novemben30s(9 alleen 41,840 23.87 SK8h} 7A 25.15 1,052,276 
IVa Gt 9/22 a 5,900 28.74 169 566 30.25 178,475 
Decembe tli S722 aerar ae 1,900 41.09 78,071 43.25 82,175 
Matric hielo 9 7.3 ngewe ee eer 1,500 35.0 50,415 35.38 53,070 
WIIKEY, UY) cn pon oer enoboubune 18,350 25m 462,053 26.50 486,275 
Maye29 5197 Ate ae ae eae 35,950 17.81 640,270 1h 674,063 
ADril:2 2:19 7-Saee eae nee eee 37,450 15.08 564,746 15.87 594 332 


143,640 
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Option Price Date of Exercise 
umber 
ro) Per Per 
Year Ended Date Granted Shares Share Total Share Total 
re a a ee ee ee eee 
May 31, 1975: 
May 12, 1970 2,100 $12.88 $ 26,943 175 Uo 
16.50 2» 2205 
8 
May 31, 1976: 
February 23, 1971 3,650 $16.03 $ 58,510 $17.38 to 
18.50 $ 66,581 
November 30, 1971 14,400 23287, 343,729 DE ADO 
26.63 366,000 
June 6, 1973 150 25.18 3,777. 25250) 3,825 
May 29, 1974 4,150 WA te | T3/9 V2 25.00 to 
27.50 107,025 
April 22, 1975 11), 250 15.08 169,650 WATS) 
27.50 277,100 
33,600 $649 578 $820,531 


The following table sets out details regarding options exercised during the two years ended May 31, 1976: 
Market Value at 


Options are exercisable within a period of five years from the date of grant or one year from the date of death of 
an optionee or within three months of termination of employment due to permanent disability or retirement under 
a Company retirement plan. The value assigned to the shares on the exercise of options is the option price multi- 
plied by the number of shares issued. No charges are made against income. 


Restrictions on Dividends 

Under the terms of the Trust Deed for the 7% Sinking Fund Debentures Series “A” of Bow Valley Industries Ltd. 

and the terms of the series “A” preferred shares, dividends on common shares shall not be declared or paid: 

(a) If, after giving effect to such declaration or payment, the aggregate of the consolidated retained earnings and 
capital surplus of Bow Valley will be less than $3,000,000; and 

(b) Unless after giving effect to such dividends the amount of the consolidated retained earnings will be at least 
125% of the par value of all of the series ‘‘A” preferred shares and all preferred shares ranking in priority 
thereto or equally therewith then issued and outstanding. 

At May 31, 1976 approximately $1,382,943 of the consolidated retained earnings, capital redemption reserve fund 

and contributed surplus were free of these restrictions. 


Remuneration of Directors and Senior Officers 


During fiscal 1976, there were eleven directors and thirteen officers of whom five were also directors (1975 ten 
directors and thirteen officers, of whom six were also directors). Directors’ fees and officers’ remuneration for the 
year amounted to $18,334 and $750,805 respectively (1975 — $6,811 and $533,167 respectively). Officers who are 
also directors receive no remuneration in their capacity as directors. 


. Contingent Liabilities and Commitments 


At May 31, 1976 Bow Valley was contingently liable as follows: 

(a) For the liabilities of the co-owners in the joint ventures and partnerships, but against which Bow Valley would 
have a claim against the other co-owners and the interest of the co-owners in the joint venture and partner- 
ship assets. 

(b) As guarantor of the indebtedness of third parties and discounted conditional sales contracts in the amount of 
approximately $3,700,000. 

(c) Bow Valley has issued non-interest bearing demand promissory notes in the amount of $1,000,000 to a foreign 
government to be held as work performance deposits in respect of exploratory rights. 

There are outstanding claims against a subsidiary (Bow Helicopters Ltd.) in the amount of approximately $650,000 

relating to an accident in July 1969. Counsel for the insurers have taken the position that these do not fall within 

the coverage afforded by the applicable liability policies, but this position has been disputed. Bow Valley’s legal 
counsel is of the opinion that the subsidiary has a meritorious defence and should prevail at trial. 


. Anti-Inflation Program 


Bow Valley (with the exception of its oil and gas operations and its foreign branches and subsidiaries) is subject 
to controls on prices, profits, compensation and dividends instituted by the Government of Canada in the Anti- 
Inflation Act effective October 14, 1975. 

Among other things, the Act places a restriction on levels of profit which may be earned. Based on their inter- 
pretation of the existing Act and Regulations, Bow Valley has calculated that they may have excess revenues for 
the year ended May 31, 1976 and are preparing compliance plans which would eliminate any excess during 
fiscal 1977. No provision has been made in the accounts at May 31, 1976 because of the many uncertainties 
concerning the determination of excess revenues and because the Regulations are presently undergoing 
substantial revision. Because of these uncertainties the impact of the Anti-Inflation Program on Bow Valley’s 


future operations cannot be accurately determined. 


Sy 


AUDITORS’ REPORT 


To the Shareholders of 
BOW VALLEY INDUSTRIES LTD. 


We have examined the consolidated balance sheet of Bow Valley Industries Ltd. and subsidiary companies as at May 
31, 1976 and 1975 and the consolidated statements of income, retained earnings and changes in financial position for 
the two years then ended. Our examinations were made in accordance with generally accepted auditing standards and 
accordingly included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances. 


In our opinion these consolidated financial statements present fairly the financial position of the companies as at May 
31, 1976 and 1975 and the results of their operations and the changes in their financial position for the two years then 
ended, in conformity with generally accepted accounting principles applied on a consistent basis after restatement for 
the change, with which we concur, in the method of accounting for oil and gas exploration and development costs as 
described in Note 2 to the financial statements. 


CALGARY, Alberta PRICE WATERHOUSE & CO. 
July 9, 1976 Chartered Accountants 


MANAGEMENT'S DISCUSSION AND ANALYSIS OF THE 
SUMMARY OF EARNINGS 


Fiscal 1976 Compared to Fiscal 1975 
Service, Supply, and Construction 


Oil and gas well drilling was responsible for the increased service revenues in fiscal 1976. Their profits also increased 
by a satisfactory amount as the industry enjoyed a much improved economic climate in western Canada and Alberta 
in particular. Total service profits did not improve, however, as other aspects of Bow Valley’s service divisions ex- 
perienced a substantial increase in costs in fiscal 1976. 


Manufacturing 

In fiscal 1976, depressed market conditions and numerous labour disputes in the forest products and mining in- 
dustries resulted in losses for Bow Valley’s subsidiaries active in these areas. Whereas revenues were maintained at the 
same level as the prior year, cost escalations were much higher than price increases to customers. Both the forest 
products and mining industries remain very competitive. Increased housebuilding in Alberta provided a good in- 
crease in revenue and profit for the heating equipment subsidiary. 

Oil and Gas Sales, Less Royalties 


Oil and gas sales increased with improved unit prices, however, additional bank borrowings have resulted in substan- 
tially higher interest costs and no increase in profit. 


Other 
In fiscal 1976 a joint venture loss of approximately $750,000 was incurred on a two-year contract to lease the ODIN 
DRILL and related equipment on location in the North Sea. Although the lease contract expired in June 1976, there will 


be a further loss in fiscal 1977. Bow Valley’s 20 percent equity in the ODIN DRILL continues to be a profitable invest- 
ment as the semi-submersible rig has been on continuous contracts since its commission in June of 1974. 


Fiscal 1975 Compared to Fiscal 1974 

Contract drilling (mining) revenues and expenses increased substantially owing to the acquisition of certain of the 
branches of Inspiration Drilling Operations, a division of Dresser Industrial Products, Ltd. which more than doubled 
the number of drills Bow Valley operates. Oil and gas well drilling activity was reduced but an efficient operation 
resulted in higher earnings. 

Foundry and engineering sales increased but inflationary costs more than offset the gain and a lower profit was 
recorded. 

The pipeline construction and plant maintenance subsidiaries increased revenues and profits by acquiring a water and 
sewer contract as well as a pulp and paper plant maintenance contract. 

Revenues and profits from the aviation service subsidiary increased substantially owing to the strategic location of 
helicopters and a high level of support work for fighting forest fires. 

Heating equipment sales and expenses were higher owing to larger plant facilities and a more active selling program 
in the commercial and industrial markets. 

Oilfield equipment and supplies revenue and profit increased because of the availability to the supply divisions of pipe 
and other material that was generally in short supply. 

Provision for income tax has increased substantially because of the non-deductibility of royalties resulting from new 
income tax legislation effective May 6, 1974. Bow Valley’s tax rate in fiscal 1975 was 57 percent. 

Increased activity in the oil and gas division required an increase in bank borrowings, resulting in substantially higher 
interest Costs. 


Fiscal 1974 Compared to Fiscal 1973 

New equipment and larger facilities increased revenues and expenses in the forest products and mining equipment 
and foundry sales operations. 

Higher crude oil and natural gas prices increased revenue in 1974. Government restrictions on oil and gas exports 
reduced pipeline construction. Heating equipment sales decreased because of material shortages and a general 
decline in housing construction. 


Stock Price 
The following table indicates the quarterly high bid and low bid prices for the common stock of the Company on the 
Toronto Stock Exchange for the last two fiscal years of the Company. 


Fiscal 1976 Fiscal 1975 
First@ Catt haan ene nein eee tout var coniees claaat-h uals: -acnepey tts 16% 13% 22% 13% 
aie UAC herr oe eae tuctearr sich Os, PB anette. alanne 16% 11% 15% 83/4 
Lda tigeM@IWEintele odds Sakon dalle en ors ene Care it cerca. © creme ara 19 141 143% 9 
ol aaM@UE ACIP, cosh See un Gcen OO A uetbo OG We, rogaine nen aoe 283% 163% 18% 123% 


33 


RELATIVE CONTRIBUTIONS OF LINES OF BUSINESS* 
(Unaudited) 
(thousands of Canadian dollars) 


Year Ended May 31, 


REVENUE AND SALES 1976 1975 1974 1973 1972 


Service, Supply, and Construction: 
Contract drilling — oil, gas, 


andiminin sae aenn ae $37,919 37% $29,645 32% $25,790 35% $23,167 38% $17,159 36% 
Sale of oilfield equipment, 

supplies,andservices ... CVAW/ 9% 11,939 13% 9,186 13% 7,435 12% 4,975 10% 
Pipeline construction and 

plant maintenance ..... 11,397 11% 11,432 12% 725i 10% 8,453 14% 5,220 11% 
AViatlonSeiv CCS annem ane 3,067 3% 2,874 3% 1,999 3% 1,782 3% 2,508 5% 
Pollution control equipment 

ANG:SClViCeS a meaner ar meme 1,768 2% 2,002 2% 1,517 2% 1,268 2% 1,055 2% 


Manufacturing: 
Forest products, mining 
equipment, heating 
equipment, and foundry 


Sales es eee ees 30,947 30% 29,481 31% 23,238 31% 16,361 26% 13,913 29% 
Oil and gas sales, less royalties . 7,229 7% 4,922 5% 3,427 5% 2,567 4% 2,824 6% 
Other? so oe ee ee 1,283 1% 1,646 2% 1,018 1% 689 1% 539 1% 


$103,327 100% $93,941 100% $73,426 100% $61,722 100% $48,193 100% 


INCOME BEFORE INCOME TAXES AND 
EXTRAORDINARY ITEMS 

Service, Supply, and Construction: 
Contract drilling — oil, gas, 


AMONG oo0050000c $ 3,924 165% $ 2,878 46% $ 1,753 59% $ 1,477 94% $ 20 2% 
Sales of oilfield equipment, 

supplies, andservices ... 152 7% 721 12% 264 9% 97 6% (94) (9%) 
Pipeline construction and 

plant maintenance ..... 360 15% 763, 12% (65) = (2%) 18 1% 303 29% 
Aviationservices ....... (87) (4%) 381 6% (384) (13%) (656) (42%) 122. 12% 
Pollution control equipment 

AYMOISEIAKEES op oo oe (351) (15%) 67 1% 5 — 68 4% 100 10% 


Manufacturing: 
Forest products, mining 
equipment, heating 
equipment, and foundry 


Sales-ti ten, omen Np nee (1,128) (47%) 17225 20% 1,801 60% 1,144 73% 778 75% 
Oil and gas sales, less royalties . (990) (42%) (992) (16%) (1,077) (36%) (1,091) (69%) (614) (59%) 
Otherzenee 6 rt hee ee 504 21% 1,198 19% 686 23% bis 33% 429 40% 


$ 2,384 100% $ 6,241 100% $ 2,983 100% $ 1,570 100% $ 1,044 100% 


* As restated to reflect the retroactive adoption of the change in accounting for oil and gas exploration and development costs 
outlined in Note 2 to the financial statements. 


Bow Valley Industries Ltd. and Subsidiary Companies 


FIVE YEAR SUMMARY* 


May 31, 1976 (thousands of Canadian dollars, except for per share amounts) 


1976 1975 1974 1973 1972 
Revenicum meant eS > him aa ss $103,328 $ 93,941 $ 73,426 $ 61,722 $ 48 193 
Costs and expenses 
DIKE CELLCOS(S =e eee ree 76,207 67,055 54,230 46,334 36,065 
General and administrative. . . 12,978 ia 25 8,181 7,198 6,027 
Depreciation, depletion and 
amortization of deferred 
Charcesm eet oe a 6,131 5,609 5,499 5,064 4,056 
Mining properties abandoned . 139 oF Sy hss 9 
Interest — On long term debt. 4,138 2,766 1,669 1025 587 
=> Otherness pote wl 1,054 827 456 405 
100,944 87,700 70,443 60,152 47,149 
2,384 6,241 DAISS 1,570 1,044 
Taxes on income 
CUTreNn teen ener ces be) 146 834 449 225 98 
Deferred Bemer wee ee en: 1,263 2,827 1,207 531 Sie 
1,409 3,661 1,656 756 617 
Income before extraordinary 
ite See wree ene hy cs a, 975 2,580 1327 814 427 
ExtraordinaryvitemsSeeoss. ). ee. _ 277 _ 66 208 
INGUIN COM Cr wetarirer tt es, cn $ WS $a. 857, ST) Bw $ 880 $ 635 


Deduct — Preferred share 


dividend requirements. .... .. 581 586 589 592 594 
Net income applicable to 

€Ommon shales =e a $ 394 nie gaa ed $ 738 $ 288 $ 41 
Weighted average shares 

DUtstanding mee gee ne 4794 668 4,771,822 4,768,873 4,759,683 4,694,731 


PER COMMON SHARE 
Income before extraordinary 


ILCIISm are oe es $ 60.08 $ 0.42 ue ORE) $ 60.05 $ (0.03) 
Extraordinary items......... _ 0.06 — 0.01 0.04 
INGUINCONMG sare Un uae aaa: $ 60.08 $ 60.48 See O15 $ 60.06 $ 60.01 
Dividends per share 
(COMMMNOM .ooccccnnsvsoenee wy MOLAG & O10 = LOE AD S010 SOs10 
Prefertedesertes Any. 45. es 1.10 1310 © 110 1.10 
Second preference.......... 5.00 5.00 5.00 5.00 5.00 


* As restated to reflect the retroactive adoption of the change in accounting for oil and gas exploration and development costs 
outlined in Note 2 to the financial statements. 
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TO THE SHAREHOLDERS 
BOW VALLEY INDUSTRIES LTD 


SIX MONTHS’ RESULTS 


Bow Valley's net income for the six months ended November 
30, 1976, amounted to $1,388,030, or 23 cents per share, 
compared to $958,007, or 14 cents per share, for the same 
period last year. Cash flow increased to $5,605,621, or $1.16 
per share, from $4,617,856, or 96 cents per share 


Bow Valley had a substantial increase in profits from gas 
production. Fhese large gains were partially offset, however, 
by a $1,000,000 write off of certain non-recurring costs 
related to a service contract in the North Sea. This contract 
has been terminated and no further costs remain to be 
expensed 


PETROLEUM EXPLORATION 


Recent developments in Bow Valley's oil and gas operation 
are Summarized as follows: 


Western Canada — For the six months ended November 30, 
1976, Bow Valley's gas production averaged 39,426 Mcf per 
day compared to 22,314 Mcf per day for the first half of fiscal 
1976. The Wandering River area of northeastern Alberta is 
Bow Valley's largest source of the increase in gas production 
Bow Valley, with a 67 percent interest, is operator of the pro- 
ject. There are 87 wells in the area, of which 26 are connected 
to the gas-gathering system. Gross production is currently 21 
MMcf per day and should increase to 27 MMcf per day once 
additional wells are tied into the system this winter. At this 
higher production rate, there will still remain a number of wells 
available for future production 


Bow Valley is continuing an active exploration and develop- 
ment program in western Canada and in fiscal 1977 will spend 
$10,800,000, principally in Alberta. (This compares to foreign 
budgeted expenditures in fiscal 1977 of $10,200,000.) During 
the six months ended November 30, 1976, Bow Valley partici- 
pated in the drilling of 19 exploratory wells and 45 develop- 
ment wells. Of these totals, 16 of the exploratory wells and 41 
of the development wells were drilled in Canada. The total 
overall Success ratio was 72 percent 


Mackenzie Delta — Sun Oil Company Limited is drilling Unark 
L24-A below 5,500 feet from an artificial island on Unark Per- 
mit W-947. The well had earlier reached a depth of 11,400 feet 
but had to be plugged back after encountering mechanical 
difficulties. This well is Sun's third commitment well and, upon 
its completion, Sun will be entitled to a 45 percent interest in 
Permit W-947. Bow Valley's interest in this permit will be 
reduced to 27.5 percent, as compared to a 50 percent interest 
in the other seven permits in the area. Unark L-24A will be 
drilled to approximately 15,000 feet to test gas-bearing for- 
mations that were inadequately tested in April 1974 by the 
Original well which encountered high pressure problems 
Unark L-24A is being directionally drilled northeast of the 
Original location in an attempt to encounter the gas reservoir 
at a higher structural elevation. It now appears that an ap- 
praisal well planned for this winter on last year s Garry discov- 
ery will be drilled during the 1977-1978 drilling season 


United Kingdom — The Brae appraisal well 16/7-5 was aban- 
doned on December 23, 1976, at 13,147 feet after encounter- 
ing non-commercial hydrocarbon shows in the Upper Jurassic 
zone. The well was drilled 6.7 miles north of the 16/7-4 well, 
and proved to be on the western edge of the Brae field. The 
16/7-6 well, 1.9 miles south of the successful 16/7-3 well, 
was spudded on October 9, 1976, and has reached a total 
depth of 13.760 feet. The well is being tested 


On December 26, 1976, the 16/7-7 well commenced drilling 
2.0 miles southwest of the 16/7-1 discovery well while a loca- 
tion for 16/7-8 has been announced 2.4 miles south of the 
16/7-6 well. The information obtained from testing these wells 
will be instrumental in establishing what initial production 
facilities will have to be ordered to ensure production of the 
field at the earliest possible date 


Bow Valley's interest in the Brae field and adjacent areas is 
held through a 14 percent interest in one production licence 
anda175 percent interest in another. Bow Valley relinquished 
half its interest in the production licences to Ashland Oil, Inc., 
Ashland Oil Canada Limited and The Louisiana Land and Ex- 


ploration Company upon the agreement of these companies to 
finance, on a non-recourse basis, Bow Valleys share of all 
past and future costs to explore, appraise, and if warranted, to 
develop the Brae field. The definitive agreement covering this 
arrangement was formally executed with the approval in prin- 
ciple of the UK. Department of Energy on January 13, 1977, 
Closing, which is subject to fulfilment of certain conditions, is 
expected to occur on or before February 15, 1977 


A more detailed analysis of the Brae field is featured on the 
reverse side of this report 


During October 1976 the U.K. Government, in the fifth round 
of bids, invited applications for blocks in the U.K. North Sea 
Bow Valley, as a participant in two groups, filed applications 
on certain blocks and an announcement of the successful bids 
is expected in February 1977. 


Norway — Bow Valley has an eight percent interest in the 
Heimdal gas and condensate field in the Norwegian North Sea 
An analysis of reserves and anticipated production facilities is 
presently being made to determine the most economic 
development for the field 


Abu Dhabi — On November 24, 1976. the fifth development 
well commenced drilling in the Arzanah field, offshore Abu 
Dhabi in the Arabian Gulf 


The designing, engineering, and construction of the produc- 
tion facilities are underway and Arzanah is expected to be on 
stream in January 1978 with initial production of 25,000 bar- 
rels of oil per day. Bow Valley has a ten percent interest in the 
offshore field and has arranged a $9,000,000 bank loan to fi- 
nance the project 


An exploratory well, Sandoug 1. was drilled nine miles east 
of Arzanah Island to test a separate structure from Arzanah 
The well encountered non-commercial oil and gas shows and 
was abandoned on November 23, 1976. 


Egypt — The exploratory well Q-72-1X, drilled 25 miles north- 
east of Cairo, was abandoned on December 6, 1976. The well, 
testing the first of several structures identified ona 1,112,000- 
acre block, was drilled below 12,000 feet without encounter- 
ing commercial hydrocarbons. A thick sedimentary section 
was proven; accordingly, additional seismic work will be 
undertaken during the next few months and two further ex- 
ploratory wells will be drilled commencing in June 1977. Bow 
Valley is a 20 percent participant in the project 


SERVICE AND MANUFACTURING 


Bow Valley Resource Services Ltd. is being formed to 
consolidate all of Bow Valley s non-oil and gas assets into one 
wholly-owned subsidiary company. There are a number of 
economies and efficiencies that will be effected from this 
reorganization 


The service divisions, during the first half of fiscal 1976, had 
an increase in earnings primarily due to a more active oil and 
gas exploration program in Alberta. Whereas this increase in 
activity was most beneficial to the drilling and supply divi- 
sions, the pipeline operation experienced a large loss on a 
water line contract and was unable to earn profits commensu- 
rate with a large increase in revenue. Other service divisions 
compared similarly to their last years performance; however, 
the environmental control division showed a marked improve- 
ment in its earnings 


The manufacturing divisions involved in the forest products 
and mining industries continued to suffer from low profit 
margins during the second quarter of fiscal 1977. Cost reduc- 
tion programs and other economies are being implemented 


OUTLOOK 


The earnings during the second half of fiscal 1977 should 
continue to improve with the increase in profits from the sale of 
natural gas, the reduction in interest costs due to the receipt 
of funds from the Brae farm-out and the completion in the first 
half of fiscal 1977 of all write-offs on the $1,000,000 non- 
recurring loss on the North Sea service contract 


J. RICHARD HARRIS DARYL K. SEAMAN 
President and Chairman of the Board 
Chief Operating Officer and Chief Executive Officer 


January 24,1977 
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CONSOLIDATED STATEMENT OF INCOME 


3 months to 
November 30, 
1976 
REVENUE 
Service, supply and construction 
Contract drilling — oil, gas and mining ............. $11,114,668 
Pipeline construction and plant maintenance ........ 6,019,058 
Sale of oilfield equipment, 

SUNS Aye) SEAMICGOS oon acncdapococonboneademac 2,485,377 
AVIA ONISCIVICE Simi eee eee re Gn ee 1,023,168 
Pollution control equipment and services ........... 538,062 

Manufacturing 
Forest products, mining equipment, 

heating equipment and foundry sales .............. 6/4 2 
(jl eine] CAS SAIGS, ISS (OMWAIWES . 4c ccaceccecsaecece 3,355,138 
Othe i: Ap ae ere ee ae Ree etn re tear. ior ee ns 115,899 

33,392,492 
COSTS AND EXPENSES 
Operating, general and administrative, 
interest and amortization of deferred charges ....... 30,843,545 
Depreciatlonceemet ere wt etre ry ore ee ee eo ere 1,206,993 
DeDletionmeeane eyewear. ois hk te eee mae yc akc 524,445 
32,574,983 
INCOME BEFORE TAXES AND 
RV NOIRIDINVNES? (SIM) ca ncnaceacasueenosedabendense 817,509 
Taxes on income - Current (recovery) .............. 375,414 
= DEIETreCiewtey aka tea ec et eet 52,266 
427,680 
INCOME BEFORE EXTRAORDINARY ITEM sy .snan eee 389,829 
Reduction of income taxes due to utilization of 
loss carry forwards in subsidiary companies ........ 31,800 
NEV UNIGOMIE FOIE) Wile IRSIRIKOID) © oo en oo occ omoavaveree $ 421,629 
CASH FLOW after preferred and 
DrelerencescivVidend Smaart att errant rere erent $ 2,601,179 
Average number of common shares outstanding......... 4,833,803 
Per common share* 
Income before extraordinary item .................... 5¢ 
Extraordinarvaltemirnrem een eta cette s. 1¢ 
NGUINCOMO MY, ae tiara oreckice tone meahiaamere en eae rte: 6¢ 
Gashitlo W aeeeiae eee cer oer rere rn eee 54¢ 


3 months to 
November 30, 
1975 


$ 9,084,665 
5,081,080 


2,111,424 
567,485 
439,865 


7,929,585 
1,644,530 
27,043 


26,481,677 


24,634,827 
1,006,058 
463,953 


26,104,838 


376,839 


(160,826) 


358,933 


198,107 


178,732 


$ 178,732 


$ 2,002,604 


4,792,726 


1¢ 


4¢ 
42¢ 


6 months to 
November 30, 
1976 


$23,138,337 


11,276,444 


4,373,153 
2,678,625 
1,029,392 


ORG SiS 
6,200,289 
627,547 


66,340,305 


60,341,960 
2,416,750 
1,038,654 


63,797,364 


2,542,941 


1,027,542 
246,669 


1,274,211 


1,268,730 


119,300 


$ 1,388,030 


$ 5,605,621 


4,832,635 


6 months to 
November 30, 
1975 


$17,633,992 
6,751,264 


4,212,874 
2,075,952 
976,392 


10,9393 fo0 
2,990,883 
508,614 


50,689,722 


45,794,521 
2,012,646 
948,432 


48,755,599 


1,934,123 


157,308 
818,808 


976,116 
958,007 


$ 958,007 


$ 4,617,856 


4,792,726 


14¢ 


144 
96¢ 


“Based on average number of common shares outstanding and after dividend requirements on Series ‘A’ Preferred Shares and Second Preference Shares 


The above figures are subject to audit 


Genees and subsidiary companies 


CONSOLIDATED STATEMENT OF SOURCE AND APPLICATION OF FUNDS 


Six months ended 
November 30, 


SOURCE OF FUNDS 
Operations 
Net income before extraordinary item 
Add non-cash charges included depreciation, depletion, amortization of deferred 
ChaigeswaalnsromlOSSeSroniGispOsalloaSSelS sel Cen Alene enter trie mene 


Working capital provided from operations before extraordinary item 
Working capital provided from extraordinary item 


Share capital issued 

Issue of long term debt 

Decrease in current portion of long term debt 
Repayment of advances to other companies 


APPLICATION OF FUNDS 
Additions to capital assets 
Land, buildings and office equipment 
Drilling and other plant and equipment 
Oil and gas properties and equipment 


Less proceeds of disposals 


Repayment of long term debt 
Increase in current portion of long term debt 
Investment in subsidiary companies less working capital 
Decrease in deferred revenue 
Acquisition of net assets of Buffalo Packaging 
less working capital thereof 
Increase in investment in and advances to other companies 
Dividends paid or payable 


Increase in working capital 
Working capital at beginning of year 


Working capital at end of period 


1976 


$ 1,268,730 


4,508,091 


5,776,821 


119,300 


5,896,121 
130,590 
8,592,482 
5,014,091 
908,997 
219,282 


20,761,563 


242,120 
ZOO Gon 
7,736,873 


10,498,744 


946,089 


Ji5o2,055 


1,690,536 


315,974 
2,464,371 
531,456 
60,354 


14,615,346 


6,146,217 
3,115,090 


$ 9,261,307 


1975 


$ 958,007 


3,951,567 
4,909,574 


4,909,574 


©), I HEV/Z 


684,848 
5,369 


14,795,663 


373,165 
2,799,212 
7,832,833 


10,965,210 
2,323,990 


8,641,220 
2,065,101 
1,283,805 
229,374 
136,491 


331,140 
531,354 
59,894 


13,278,379 


1,517,284 
4,699,248 


$ 6,216,532 


In this report it was deemed appropriate to review in more 
detail Bow Valley’s involvement in the Brae field because of 
the importance of this area to the Company. 


HISTORY 


Bow Valley's participation in the Brae field originated in 
June 1970 when the Department of Energy of the U.K. Govern- 
ment awarded Licence No. P.108 to Syracuse Oils Limited and 
its partners during the third round of bids in the U.K. North Sea. 
Syracuse subsequently amalgamated with Bow Valley in April 
1971. 


The offshore licence covers the 110,000 acres contained in 
Blocks 16/3 and 16/7 which are 165 miles northeast of Aber- 
deen in approximately 375 feet of water. 


In the fourth round of bids, during March 1972, the Bow 
Valley group was awarded Licence No. P.222 covering the ad- 
jacent Block 16/2 which contains 53,000 acres. 


Detailed seismic surveys conducted over Blocks 16/2, 
16/3, and 16/7 early in 1974 confirmed the existence of drill- 
able anomalies on all three blocks. 


DRILLING ACTIVITY 


The first exploratory well commenced drilling in the fall of 
1974 and within a few months an eight-well exploration and 
appraisal program will have been completed. A brief record of 
the wells is as follows: 


(1) 16/7-1 reached a total depth of 15,695 feet on February 
17, 1975, and on May 5, 1975, it was announced that the 
well had flowed oil and gas from seven productive tests 
over the pay interval. The flows were at a combined rate 
of 22,000 barrels per day with a gas-oil ratio of 3,000 
cubic feet per barrel in the lower part of the pay zone and 
7,000 cubic feet in the top part of the zone from 500 feet 
of continuous gross oil and gas pay in an Upper Jurassic 
sandstone. 


(2) 16/7-2 was spudded on a separate structure 4.7 miles 
west of the Brae discovery on July 11, 1975. The well was 
drilled to fulfill the obligation to drill two exploratory wells 
on either of the two licences. The well reached a total 
depth of 7,997 feet and tested oil at a flow rate of 4,023 
barrels per day from a Paleocene sandstone at a depth of 
approximately 6,000 feet. Gas was also tested at sub- 
stantial rates from a separate sand in the Paleocene se- 
quence. 


(3) 16/7-3 was drilled 3.7 miles southwest of the 16/7-1 Brae 
discovery well and on March 10, 1976, it was announced 
that the well had reached a total depth of 13,655 feet and 
had encountered 1,000 feet of continuous gross oil pay in 
an Upper Jurassic sandstone. Four production tests were 
taken over the pay interval and yielded a combined flow of 
14,000 barrels of oil per day with a gas-oil ratio of 1,600 
cubic feet per barrel. 


(4) 16/7-4, located to define the western edge of Brae, com- 
menced drilling on July 4, 1976, 2.7 miles southwest of 
the 16/7-3 and was abandoned on October 8, 1976, after 
reaching a total depth of 12,977 feet. The well tested hy- 
drocarbons in the Upper Jurassic but did not sustain flows 
during the tests. 


(5) 16/7-5 was drilled 6.7 miles north of 16/7-4 and on 
December 23, 1976 the well was abandoned at 13,147 
feet. The 16/7-5 encountered non-commercial hydrocar- 
bon shows in the Upper Jurassic and, similar to 16/7-4, 
helped establish the western limits of the field. 


(6) 16/7-6 was spudded on October 9, 1976, 1.9 miles south 
of the 16/7-3. The well has reached a total depth of 
13,760 feet and is being tested. 


(7) 16/7-7 is 2.0 miles southwest of the 16/7-1 discovery 
well and was spudded on December 26, 1976. 


(8) 16/7-8 should commence drilling in February 1977 and 
will be 2.4 miles south of 16/7-6. 


Upon the completion of these wells, a further appraisal and 
development program for the field will be formulated to help 
establish what initial production facilities will have to be or- 
dered to ensure production from the field at the earliest possi- 
ble date. 


PARTICIPATION INTEREST AND FINANCING 


(1) Bow Valley originally had a 35 percent interest in both Li- 
cence No. P.108 and Licence No. P.222. On September 
18, 1975, the British National Oil Corporation exercised 
its option to acquire at cost for cash a 20 percent interest 
in Licence No. P.108 thereby reducing Bow Valley's in- 
terest in this licence to 28 percent. (Such an option does 
not exist on Licence No. P.222.) 


(2) On June 8, 1976, 50 percent of the area of Licence No. 
P.108 was also relinquished to the U.K. Government under 
the original terms of the license. A similar relinquishment 
will have to be made on Licence No. P.222 on or before 
March 15, 1978. 


(3) The first wells that were drilled in Block 16/7 indicated 
that the Brae field could be a large oil field and, further- 
more, could require enormous development costs. As ex- 
penditures of this magnitude were well in excess of the 
resources of Bow Valley, it was decided to reduce the 
Company's interést in the Brae field in return for the non- 
recourse financing of Bow Valley's share of past and 
future exploration, appraisal, and development costs. 


(4) On May 28, 1976, it was announced that a letter of intent 
had been signed with Ashland Oil, Inc. providing for the 
acquisition of one-half of Bow Valley's 28 percent interest 
in Licence No. P.108 (Blocks 16/3 and 16/7) and one-half 
of Bow Valley's 35 percent interest in Licence No. P.222 
(Block 16/2). Consideration would be a payment and non- 
recourse loan by Ashland to Bow Valley of $15,000,000 
and a non-recourse loan by Ashland to Bow Valley in an 
amount equal to Bow Valley's share of exploration, ap- 
praisal, and development costs, of the Brae field. Ashland 
would recover these loans, out of 70 percent of Bow 
Valley's share of future production income from Brae. 


(5) Ashland subsequently brought Ashland Oil Canada 
Limited and The Louisiana Land and Exploration Company 
in as partners. The complete project was subject to the 
preparation and execution of a definitive agreement, 
which was formally signed on January 13, 1977 with the 
approval in principle of the U.K. Department of Energy. 
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Closing, which is subject to fulfilment of certain condi- 
tions, is expected to occur on or before February 15, 
1977. At that time Bow Valley will have completely 
recovered its investment, arranged non-recourse finan- 
cing of its share of all future costs, and will have a sub- 
stantial flow of income from the first day of production. 


